SR
\ \\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\

7 02041751 L

1982

ATRGA
SIMPLY SU@@ESSF@%
SINCE 1982

PROCESSED

JUL 17 @002

THOMS Ol
FINANGIAL |

j

i

|

i

i

%
F
l

\

Vi d oo nibio 2 daid i ‘Nl(“
s A

2002




Sales ($millions)

About Airgas

Founded in 1982, Airgas has become the largest U.S. distributor of industrial, medical and
specialty gases, and welding, safety and related products. Its integrated network of nearly
800 locations includes branches, retail stores, gas fill plants, specialty gas labs, production
facilities and distribution centers. Airgas also distributes its products and services through
eBusiness, catalog and telesales channels. Its national scale and strong local presence offer a

competitive edge to a diversified customer base.

We have Taken a Disciplined Approach to Growing the Business Cash Flow has Allowed Us to Invest in Building the Business
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Sales ¢ After-Tax Cash Flow
© EBITDA ©  Free Cash Flow
© Interest Expense © Earnings

Earnings, After-Tax Cash Flow, Free Cash Flow (all shown per share) and EBITDA exclude certain gains and charges, which are disclosed on page 15 for fiscal years 1998 to 2002. Fiscal years 1997
and 1991 exclude pre-tax charges of $31.4 million and $4.2 million, respectively. Fiscal years 1990 and 1989 exclude pre-tax divestiture gains of $32,6 million and $3.5 million, respectively. Earnings have
been adjusted 1o exclude goodwill amortization in all periods. Shares outstanding have been adjusted for stock splits.

After-Tax Cash Flow represents ner earnings, plus depreciation, amortization, and deferred income taxes; Free Cash Flow represents after-tax cash flow minus capital spending, plus/minus change in
working capital; EBITDA represents operating income plus equity in earnings of unconsolidated affiliates, depreciation and amortization.
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Simply successiul since 1982

We consider ourselves a simple,
easy-to-understand company
that's built on basics.

For 20 years, we have followed a

simple, focused strategy that continues to

serve us — and our customers — well.

The Argas business model, daung hack to 1982, 15 a straight-
forveard one. Packaged gas disinibutors own gas cylinders,

up, and rent them to custemers. who use the gas as

an integral part of thelr business. In return. gas distributors
can genorate stoady revenueas and strong cash flow. So Airgas
begqan buying independent distiibutors and reinvesting the

strong cash flow to grow the company. And the nggoer Airgas

Lecame. the botier it could meest its customers' neods

tinvesied o a stronger infrastruciure and expanded capa-
fiiting. Over time, and with more than 300 acquisitions,

thes simipie stiatogy fas heipod Alrgas grow from a $3 million
company Lo the industry leader with annual sales
apmoaching $2 tallion.

-

Taday, Afraas has positioned jtself for furthor growih hy
broadening s producss and services, building o national dis-
tribution footprint, and diversifying its customer base. Qur
business continues to gonerate strong cash flow and is

lea by an experienced manasgement weam. Alrgas has roward-
o sharoholders with an annual compounded returm of

ancai 20% sinee gomg punlic in 1988

e

Czimple stiategy we have pursued is a sound one that con-
rinues 1o ring truc. Simply stated, we plan te stay the course

for oven more suceess in tho future.
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“We have not changed the way
we treat the customer, whether
we're a $3 million company

or an almost $2 billion compa-
ny. Qur associates remain

extremely focused on providing

,,,,, . 3 great service, acting as though

it's their business and their
customer. There’s a big differ-
ence between a customer serv-
ice person who just takes
orders and one who takes orders
to heart.”

In 20 years, Airgas has grown from a single, small, gas distribution company
to the industry leader. Through more than 300 acqguisitions, we have built a
national compeany, with nearly 800 locations. Within this network arc local spe-
cialists 1n key product areas who provide technical assistance and customer
service This strong local presence on a national scale helps us serve customers,

whether they are looking for a supplier of choice locally or across the country.

1982 19%3 1984 . ' 1985

Acquisition of Connecticut Oxygen.  Acquisition of Potomac Oxygen. Acquisition of three After 28 acquisitions, U.S.
distributors in Michigan to Airgas operates in 13 states.

form Michigan Airgas.




“Keeping the point of contact

as close to the customer as
possible has been essential to
our success. We don't have

to fly somebody in from corpo-
rate to talk with a customer—
we can be 20 miles down the
road, or even across the street.
Our strong local presence,
combined with our entrepreneur-
ial spirit, gives us a tremen-

dous competitive advantage.”

As Airgas has grown, we have nurtured and kept alive the entrepreneurial
spirit in our regional companies. Local execution remains key, so we keep func-
tions that directly touch the customer at the regional level. At the same time, we
are leveraging our national infrastructure by standardizing processes and cen-
tralizing some highly transactional administrative and financial processes. This
frees the regional companies from time-consuming tasks, allowing them to focus

their efforts on customer sales and service.

<
é 2
1989 1990 1997 '
Sales reach $200 million via Tenth speciaity gas laboratory Sales exceed 33.0.0,’71i[1i0’1' 10th anniversary with sales
200 locations. opens. 90 total acquisitions. 117 total acquisitions. More approaching $400 million.
than 1 million cylinders. First computerized fast-fill

plant opens.




“Today, we have so much more
to offer customers in terms

of product range and supply-
chain management. As a strate-

gic supplier, we can help

customers reduce their number
of vendors and their trans-
action costs, while developing
a strong working relationship.
Every dollar saved in transac-
tion costs can help improve
the profitability of both Airgas

and our customers.”

Our precucts are used in a variety of ways. From welding beams to treating hos-
vital patients. From freezing hamburgers to filling helium oalloons. As & result,

we serve diverse industries: Metal fabrication. Biotechnology. Chemical pro-

-

cessing. Consiruciion. Food and beverage. Healthcare. Research. Petrochemical

re. Many customers want to effectively manage “heir suoply

chains. They look tc Alrgas for its national presence, broad product and servic
~

offering, and proven supply chain disciplines that help reduce vendors and

1986 1987 1988

U.S. Airgas combines with Secondary offering of Airgas expands to

Werco — a $68 million common stock and eight addi- 100 locations in 22 states.
supplier to the industrial gas tional acquisitions.

industry — and goes public.
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“Airgas really has come togeth--.sze

er with Project One, Rather .

than trying to supply atl things™™

to all people, our hardgoods:: «
supply-chain program-has

streamlined our approach with

carefully selected preferred or:--

private-label brands. We are
leveraging -our relationships.-
with top-quality. suppliers, =
which helps us better manage:-
inventory; speed-fulfilimen

and improve customer service.

iz | Alrgas Mid South

During fiscal 2002, we launched our Project One initiatives to provide dedicated

resources for a number of short-term improvements to enhance value, as well as

longer-term infrastructure programs to help us build a platform to achieve our

growth and profitability goals. Our success in the value initiatives has already

contributed pre-tax operating benefits.

1993

2,800 Airgas employees.
146 total acquisitions.

1995

Sales approach $700 million.
2.3 million cylinders.

1994

Sales cross $500 million mark.
Branches top 300.
164 total acquisitions.
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“Being part of Airgas has
given Red-D-Arc the opportuni-

ty to grow our welder rental

business at a much accelerated
pace. We've been able to
acquire a larger, more modern
fleet of equipment and a
national presence, which means
we can serve our customers
well on any size job, and in any
part of the country. And our
ability to promote Airgas for
gas and consumables gives us
added ways to serve our cus-

tomers and grow.”

By expanding intc several grocwing businesses, we have diversified cur customer

base, added stability, and thereby reduced cyclica! risk. Building on cur indus-

trial gas and welding supply base, we accec weicer renials, safety producss,

-

specialty gases, bulk gases, liguid carbon dicxide, dry ice, and medical gases ic

our product portfolio. All to better serve cur civersified customer base while stay-

ing true to our core business: pa

cyiinders nationwide.

2
N
o % B
T 2
RT3 £ —ac=
R T
N 1996 1997 1998
Network tops 500 locations. Sales exceed $1 billion. Cylinder 700 locations. Launched
Red-D-Arc, Ltd. acquired to population tops 3 million. Repositioning to transform com-
establish welder rental opera- pany. Established platform for
tions, Acquired IPCO to expand distribution centers. Strategic
safety products business. accounts and strategic product

sales begin.




“As part of the Air Products
acquisition, I'm always asked --=:ii.

about the difference in cul-

ture—but the people in

the packaged gas business real-
ly speak the same language
and share the same passion. At
Air Products, we were one small
piece of the company, but
packaged gas is what Airgas

is all about. I'm excited to join
the leader in this field.”

We ended fiscal 2002 by acquiring the majority of Air Products’ U.S. packaged
gas business, a fitting way to cap our first 20 years. This landmark acquisition
solidifies our market leadership position and will provide new opportunities to
grow our business. It all adds up: 20 years, 300-plus acquisitions. More than
8,500 people. Working in nearly 800 locations. The bottom line: By staying true

to a simple strategy, we have become the market leader.

23
SEy

1999 2000 2001 5 2002

Airgas widens distribution Total acquisitions top 300; Divested non-core CO, pipeline. Completes acquisition of Air
through catalogs, telesales and Airgas acquires Puritan Acquired Arizona business from Products’ U.S. packaged gases
eBusiness channels. Medical Products. Divested Aifr Liquide America. operations.

foreign operations.
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Peter

McCausland

To our Shareholders, Customers,
Associates and Friends,

Twenty years ago, I was struck by the compelling economics of the
packaged gas business. Gas cylinders are low-cost assets with very
long useful lives, which produce recurring revenues and steady
cash flow. The gases are used in a wide range of industries and

are integral to our customers’ business.

From the start, we have taken a simple "plain vanilla® approach to this busi-
ness, managing it in a straightforward and honest manner, without a lot

of complexity. It has been — and will rtemain — a specialized distribution busi-
ness, built on local density, managed close to the customer, leveraging its
national scale, with packaged gas at the center of what we do. I am not
suggesting that building Airgas has been easy. We have had our growing
pains as we became a larger company, expanded our capabilities, and added
the infrastructure needed to meet and exceed our customers’ requirements.
But, by staying focused on our business model for packaged gases and

on running and integrating the companies we acquired, we have become the
industry leader.

We have focused on this simple strategy for this year’s annual report, because
there is a renewed interest in companies like ours, with strong cash flow

and easy-to-understand business models. We think ours is a model that has
worked well for 20 years and will continue to work well 20 years from now.

Rewarding vear

The results we achieved in fiscal 2002 reflect the strength of our core busi-
ness, even during a weak industrial economy. Sales rose slightly, to $1.64
billion from $1.63 billion, boosted by increases in medical gas, liquid carbon
dioxide and dry ice and by some price improvement, which helped offset
weakness in the manufacturing sector.

Adjusted earnings per share, excluding certain gains and charges, increased
8% over the previous year to $0.78 per diluted share. Qur net result for the
year was a loss, due to mandated accounting changes related to SFAS 142
and how we book goodwill.

Free cash flow increased 56% from $0.94 per diluted share to $1.47 per
diluted share, which helped us reduce debt by $118 million before acquisition
and divestiture activity. As a result, in February we were able to finance

our largest acquisition — the majority of the U.S. packaged business of Air
Products and Chemicals, Inc. — entirely with senior bank debt.

During fiscal 2002, we successfully launched Project One, which dedicated
people and resources to focus on short-term value-enhancing programs and
infrastructure programs to support future growth. We completed the value
phase, which improved pricing discipline, contract management, and working



capital management—and increased operating profit

by $10 million, funding most of our Project One costs for
the year. These early successes are vital because they help
fund longer-term infrastructure programs that will help
complete the platform needed to reach our strategic goals
of $2 billion in sales with operating margins of at least

10% by fiscal 2005.

Profitable growth

In 1998, when we began to mtegrate our business, we
mapped out two strategic objectives. The first is to drive
market-leading sales growth. The second, to become the
low-cost supplier. During fiscal 2002, we continued to
make progress on both of these objectives.

Here's how we increased market penetration to drive
market-leading sales growth:

o Strategic Accounts grew 10% to $165 million in sales in
fiscal 2002 as larger customers turned to us to reduce
supply chain costs.

e A third of our Strategic Account customers buy all three
major product categories—gases, hardgoods, and safety.

°o Medical gases through our Puritan Medical Products
division increased 8%.

o Same-store sales of liquid carbon dioxide and dry
ice increased 8%. We are strengthening our national
position through plant upgrades and a new plant
in Hopewell, Va., which opens January 2003.

o We rolled out our b2b airgas.com website in September
2001, with an electronic catalog of almost 200,000 items.
The site already has 5,000 registered users and we
expect website sales to reach $10 million annually by
the end of fiscal 2003. These sales and other electronic-
channel sales are targeted to reach $100 million
annually by fiscal year end.

We also took steps to improve our low-cost position,
primarily through Project One initiatives designed to
increase operating efficiencies. These entail standardizing
business practices, centralizing procurement and other key
functions, cylinder management, sharing best practices,
and outsourcing certain financial services through a shared
services center, which begins operation in July 2002.

Building for the future

Our highest priority for fiscal 2003 is to complete the
integration of the Air Products acquisition. We remain con-
fident that we will achieve the anticipated synergies as
this business fits well into our existing national network,
This acquisition will move us closer to reaching our strate-
gic objectives: the pursuit of market-leading growth and
the low-cost position. On the following pages, you will find
more about this landmark acquisition and all it offers.

In the ‘80s and '90s, Airgas generated shareholder value
through acquisitions. We are well past the roll-up phase

now. When you look at all we have today: nearly 800
locations, 8,500 associates, and 5 million cylinders, it's
clear that we now have the opportunity to generate
shareholder value simply by maximizing the richness of
what we acquired.

Nevertheless, Airgas today is better positioned than ever
to make successful acquisitions, and we expect to see
opportunities. More than half the market is served by about
900 independent distributors, and vertically integrated
producers have another 30% market share. We believe
industry consolidation will continue and stand ready to
pursue strategic acquisitions when they arise.

As I write this letter, the economic outlook is uncertain.
However, our current capabilities leave us well positioned
to grow, regardless of overall market trends, by serving
current customers with more products, by attracting
customers who will need our unique capabilities, and by
using our geographic and product diversity to capitalize
on areas of market-leading growth.

Team Airgas

While our success is built on a simple strategy, it is our
8,500 Airgas associates who bring this strategy to life.

We have the strongest team in the packaged gas business
—from engineers and chemists to sales specialists, process
welding experts, fillers and drivers, and an experienced
management team. But, it is not just about their skills.

Airgas people have created a culture that is unique-—

a culture that has helped us integrate diverse companies,
launch bold business initiatives, and add new products and
services. Most companies have a vision and mission.

A few companies have a culture that is aligned with their
vision and mission, and Airgas is one of them.

Our people have a passion and energy about their work
that truly is an asset to Airgas. With their continued
commitment to winning in the packaged gas business, the
next 20 years should provide even more value to cus-
tomers, shareholders and associates alike.

Sincerely,

ATRGAS ANNUANT REPORT 2002
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A Landmark Acguisition
“This acquisition is a natural evolution of our com-

pany and one that validates our growth strategy.”

Peter McCausland, Chairman and CEQO

“Our experience with 300 successful acquisitions,
combined with our operational strengths and
project-management skills, will help make this
transaction a seamless transition for our customers.”

Glenn Fischer, President and COO

“With the great strategic fit and tremendous
efficiencies we bring to the business, we are confi-
dent that this acquisition will be accretive to
earnings per share, free cash flow, and return on
capital in year one.”

Roger Millay, Senior Vice President and CFO

Airgas is one of the rare breed of successful roll-ups. Over 20 years,
it has made more than 300 acquisitions to become the national
leader in packaged gases. In February 2002, Airgas made its latest
and largest acquisition-the majority of the U.S. packaged gas

business of Air Products and Chemicals, Inc.

This landmark acquisition has strengthened Airgas’ national distri-
bution network with added scale and capabilities, and it has
bolstered its presence in important new geographic areas and in
current markets where local density is key to success. At the
same time, it cements Airgas’ position as the only national distri-
bution system in the packaged gas industry and creates a benefi-

cial relationship with a key gas supplier.

The addition of the Air Products business gives Airgas the opportu-
nity to achieve greater market growth through increased sales to
Strategic Accounts, selling multiple product lines to a wider base of
customers, and leveraging a much stronger position in specialty

gases.

In anticipation of the closing of this landmark transaction, Airgas
managers visited the floor of the New York Stock Exchange on
February 27, 2002, and Peter McCausland had the honor of ringing
the closing bell. (Photo above.)

- ARG ],s._H,;
e  NYSE Cod

Strength in specialty gases

The Air Products acquisition has nearly doubled Airgas’ posi-
tion in specialty gases, a market that has grown at a faster
rate than the economy. More importantly, the capabilities
acquired from Air Products give us an expanded range of high-
purity specialty gases, environmental gases, calibration mix-
tures, emission monitoring gases, and protocol gases. In
many processes and analytical procedures, these products

are critical to customers in order to achieve accurate, consis-

tent results.

With the recent acquisition of specialty gas and equipment
operations from Air Products, Airgas now has eight national
facilities supporting 54 regional specialty gas facilities, along
with an expert sales force. These resources add up to the

largest specialty gas supply network in the U.S.

The complete Airgas specialty gases and equipment portfolio

gives the company several ways to engage the customer,

with the ability to bundle offerings as a distinct competitive
advantage. So whether customers need specialty gases

and equipment in a single facility or multiple sites across the

U.S., Airgas has the precision and presence to deliver.



13% Safety
31% Welding Hardgoods
4% Tools

52% Gas/Rent

Post-Acquisition Sales of $1.85 Billion

Our post-acquisition business mix shifts toward gas

A good deal financially

Airgas fully expects the acquisition to be accretive to earn-
ings, free cash flow, and return on capital in its first year.
The addition of Air Products’ revenues also improves the

mix of business, with 52% now coming from higher-margin

the acquisition.

The 1 million cylinders gained from Air Products are valuable
assets, which continue to generate rental income and con-

tribute to strong cash flow.

} packaged gases and cylinder rentals, up from 48% prior to
Airgas also will benefit on the expense side of the equation,
} as the acquisition will accelerate its ability to achieve a
low-cost position. With the added scale, Airgas can leverage
its fixed costs over a broader base. While most of the
acquired sites complement our regional company structure, we
will capture near-term synergies by consolidating overlapping
facilities and merging distribution supply chains. Other
longer-term synergies will emerge by combining best practices

in business processes and technologies.

In addition, Air Products and Airgas have signed supply
agreements that will help both companies expand opportuni-

ties to serve our customers nationwide.
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»  Air Products sites acquired

Air Products assets will integrate into our existing regional structure

Integration going well

Since completing the transaction on February 28, 2002,
Airgas has already made progress on the integration. Here are

some of the accomplishments to date:

© The 88 locations and about 1,100 employees are now
part of our Airgas regional company structure. Most loca-
tions fell into four regional companies, although every

region and our Gas Operations units had a role to play.

o In any acquisition, information technology conversion
is key. Fortunately, half of the acquired business was on a
system similar to that used by Airgas. Teams tackled the
other half first and on May 1, 2002, completed those
conversions. We expect to convert the remaining similar

systems by mid summer.

o The acquired customer base included many large customers
that fit well with our Strategic Accounts approach, as
well as geographic and retail accounts served by regional
companies, and a block of business with independent
distributors. Our teams developed approaches for each cus-

tomer class, with a clear focus on retaining customers.

o Airgas remains focused on achieving synergies at the
regional company level. Regional company leaders were
involved in planning the integration and are accountable

for managing the process.
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Alrgas...

The largest U.S. distributor of packaged gases and
welding hardgoods ...

Airgas 19%

i
v
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Airgas’ share is 19%.

known locally nationwide ...

& Airgas locations
» Nat'l Welder JV

...with nearly 800 locaticns

2% U.S. Packaged Gases & Welding
Equipment is an 38 Billion Market.

You'll find 1t with us...

Industrial gases:

Nearly 5 million cylinders supporting our customers’ needs.

180 cylinder fill plants nationwide.

Complete line of bulk gases, storage tanks, related equipment,
and logistics capabilities.

17 acetylene manufacturing facilities.

Gas applications specialists with in-depth experience in diverse
industries.

Leading manufacturer of carbon dioxide in the Southeast.

Specialty gases:

Largest U.S. speciality gas network, with 8 national specialty
gas facilities and 54 regional labs.

Products include research-grade, ultra-high purity and
specialty-blend gases.

Other products include process chemical gases and refrigerants.
Applications in research, biotechnical, calibration and
emission monitoring.

Distributor of related specialty gases equipment.

Medical gases:

A leading U.S. distributor of medical gases, with more than
$100 mitlion in annual sales.

Combined strength of 32 Puritan Medical Products
branches, focused on medical gases, and about 600 Airgas
branches, serving healthcare customers nationwide.
Products include bulk liquid therapy oxygen, nitrous

oxide, nitrogen, carbon dioxide, breathing air, laser
surgery mixtures, blood gas mixtures, lung diffusion mixtures,
sterile mixtures, refrigerants, and a wide array

of calibration mixtures.

Leading producer of nitrous oxide.

Cylinder and small-bulk gases include:

Nitrogen Acetylene
Oxygen Carbon dioxide
Argon Nitrous oxide
Helium Hydrogen

Dry Ice:

Leading U.S. producer of dry ice for customers in food
processing, food service, pharmaceutical, and biotech industries.
Largest wholesale distributor of dry ice to grocery and

other retail outlets nationwide.

Rental of:

Gas cylinders

Cryogenic liquid containers

Bulk tanks

Related regulation and mixing equipment
Welding and positioning equipment




Hardgoods:

About $500 million in sales of welding hardgoods, tools and
abrasives.

Five distribution centers streamline the supply chain to Airgas
branches and customers.

Major distributor for leading welding hardgoods brands, with
national buying power.

Radnor private-label products in welding hardgoods and safety
products, generating about $50 million in sales annually.

Safety Products:

More than $250 million in annual sales as one of the largest
safety product distributors in the U.S.

Distributing more than 30,000 products, all with same-day
shipping, through catalog, eBusiness and telesales channels.
Safety specialists integrated with national network to meet all
our customers’ safety needs.

Major distributor of leading brands of personal safety
equipment and products, including bodywear, eyewear,
footwear, respiratory protection, environmental protection and
work safety products.

Services:

Integrated Distribution * — Qur national footprint,
product range and in-depth industry knowledge help
customers make their purchasing process more efficient
and cost effective.

SARA ™ - Strategic Account Resource Allocation —
a comprehensive review of the delivery, handling, storage
and technical support a customer needs.

LESS*™ — Laboratory Equipment System Survey —
A comprehensive survey to outline all gas and equipment
requirements at multiple laboratory sites.

AIM*®** - Airgas Inventory Management — an integrated
cylinder utilization system that gives customers improved
scheduling, accountability, reporting, and cost control.

Applications Training - Airgas professionals assist
customers with specific gas applications and training.

Compliance Management - Safety and regulatory
compliance professionals assist customers in reviewing

cormpliance issues.

_/
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Peter McCausland
Chairman and
Chief Executive Officer

Glenn M. Fischer
President and
Chief Operating Officer

Roger F. Millay
Senior Vice President and
Chief Financial Officer

Gordon L. Keen, Jr.
Senior Vice President
Law and Corporate Development

Airgas East

Airgas Great Lakes
Airgas Gulf States
Airgas Intermountain
Airgas Mid America
Airgas Mid South

Airgas Nor Pac

Airgas North Central
Airgas Northern California & Nevada
Airgas South

Airgas Southwest

Airgas West

Airgas Dry Ice/Carbonic
Airgas Nitrous Oxide
Airgas Rutland

Airgas Safety Telesales
Puritan Medical Products

/\Red-D-Arc

Shaun Powers
Division President — East

Alfred B. Crichton
Division President — West

Ted R. Schulte
Senior Vice President
Gas Operations

Andrew R. Cichocki
Senior Vice President
Human Resources

Robert A. Dougherty
Senior Vice President and
Chief Information Officer

Michael L. Molinini
Senior Vice President
Hardgoods

Patrick M. Visintainer
Senior Vice President
Sales

Dean A. Bertolino
Vice President and
General Counsel

Todd R. Craun
Vice Fresident—Law and
Secretary

Airgas Operating Companies and Presidents

Jim Muller
John Musselman
Rusty Coker
Dan Tatro

Bob Hilliard
Mike Duvall
Mark Clemens
John McDevitt
Jim McCarthy
Mike Rohde
Brent Sparks
Max Hooper
Phil Filer

Ron Scott
David Levin
Don Carlino

Ted Schulte
Mitch Imielinski

James S. Ely
Vice President
Communications

Les Graff
Vice President
Corporate Development

Kelly P. Justice
Vice President
eBusiness

Robert M. McLaughlin
Vice President
Controller

Stephen E. Navarro
Vice President
Safety Products

Nevin D. Speicher
Vice President
Retail Operations

Joseph C. Sullivan
Vice President
Treasurer

Thomas S. Thoman
Vice President
Gases

Carey M. Verger
Vice President
Director of Tax

[OICH
W. Thacher Brown

President
1838 Investment Advisors, LLC

o (1H2)
Frank B. Foster, III

Chairman
DBH Associates

James W. Hovey “
President
The Fox Companies

Peter McCausland
Chairman and
Chief Executive Officer
Airgas, Inc.
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John A. H. Shober ©
Vice Chairman of the Board of Directors
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Paula A. Sneed

Group Vice President
President, E Commerce
& Marketing Services
Kraft Foods

David M. Stout
President-U.S. Pharmaceuticals
GlaxoSmithKline

Lee M. Thomas "

Executive Vice President—
Building Products and Distribution
Georgia-Pacific Corporation

Robert L. Yohe ©
Former Vice Chairman
Qlin Corporation
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Airgas, inc. and Subsidiaries

Results of Cperations: 2002 Compared to 2001

Overview

The Company’s net sales for the fiscal year ended March 31, 2002
were $1.64 billion compared to $1.63 billion in the prior year.
Fiscal 2002 was marked by continued slowing of the U.S. econo-
my, particularly in relation to industrial and manufacturing mar-
kets. Despite the weak economic environment, the Company was
successful in maintaining sales through its focus on strategic sales
initiatives, including account penetration through the sale of
safety products and sales to strategic account customers. The
Company also continued to implement selective price increases
and a discount and contract management program during fiscal
2002 that helped offset rising costs related to purchased gases,
personnel costs, insurance and process improvement initiatives.
Excluding the effect of the items outlined below, net earnings
were $.78 per diluted share in fiscal 2002 compared to $.72 per
diluted share in fiscal 2001, adjusted for comparative purposes to
exclude the amortization of goodwill. Results as reported in fiscal
2002 were a net loss of $10.4 million, or a loss of $.15 per diluted
share, compared to net earnings of $28.2 million, or $.42 per
diluted share, in fiscal 2001.

As discussed in the “Income Statement Commentary”

below, fiscal 2002 results were affected by the following:

» anon-cash after-tax charge of $59 million representing the
cumulative effect of a change in accounting principle,

- alitigation settlement charge of $8.5 million ($5.7 million
after-tax), and

+ a net non-recurring gain of $1.9 million ($120 thousand after-
tax) resulting from divestitures and a write-down of a business
held for sale to its net realizable value.

Fiscal 2001 results were affected by the following:

» net special charges of $3.6 million ($2.3 million after-tax),

« litigation charges, net, of $5.3 million ($3.4 million after-tax),
and

+ asset impairments associated with two equity affiliates of $700
thousand after-tax.

Fiscal 2002 was a significant year for the Company. In February
2002, the Company completed the largest acquisition in its 20-
year history with the acquisition of the majority of Air Products
and Chemicals, Incs (“Air Products”) U.S. packaged gas business
for cash of $241 million, including transaction costs, (the “Air
Products acquisition”). The acquisition included 88 locations in
30 states associated with the filling and distribution of cylinders,
liquid dewars, tube trailers, and other containers of industrial
gases and non-electronic specialty gases, and the selling of weld-
ing hardgoods. The acquired business generates annual sales of
approximately $223 million and employs nearly 1,100 people. The
Company expects that the Air Products acquisition will be accre-
tive to earnings and return on capital in fiscal 2003. In September
2001, the Company also acquired six distributor locations from
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of Financial Condition and Resuits of Operations

Air Liquide America Corporation (“Air Liquide™) for $11 million.
In a separate transaction in October 2001, the Company sold two
of its nitrous oxide facilities to Air Liquide for cash proceeds of
$10 million.

The Company entered into an agreement with Praxair, Inc.
(“Praxair”) settling the litigation brought by Praxair against the
Company in July 1996. The litigation alleged tortious interference
with Praxair’s right of first refusal agreement with National
Welders Supply Company, Inc. The parties entered into the settle-
ment agreement in order to avoid the time and expense of a
lengthy trial, which was scheduled to begin in July 2002. As part of
the settlement, Praxair agreed to an early termination of its right
to first refusal. The settlement resulted in the Company recogniz-
ing a charge of $8.5 million in the fourth quarter of fiscal 2002.

In July 2001, the Company refinanced its revolving credit facilities
to extend the term to 2006. Concurrent with the financing, the
Company issued $225 million of 9.125% senior subordinated
notes. In conjunction with the Air Products acquisition, the
Company also obtained a $100 million term loan from a syndicate
of lenders. These transactions enabled the Company to finance the
Air Products acquisition entirely with senior bank debt. In fiscal
2002, exclusive of acquisition and divestiture activity and the
Company’s trade receivables securitization, the Company reduced
total debt by $118 million. The ability to reduce debt is indicative
of the strong cash flow characteristics of the Company’s business.

On April 1, 2001, the Company adopted Financial Accounting
Standards Board (“FASB”) Statement of Financial Accounting
Standards (“SFAS”) No. 142, Goodwill and Other Intangible Assets.
SFAS 142 requires goodwill and intangible assets with indefinite
useful lives to no longer be amortized, but instead be tested for
impairment at least annually. With the adoption of SFAS 142, the
Company used new criteria to assess whether goodwill associated
with its business units was impaired. The valuation indicated that
goodwill associated with the Company’s tool business was
impaired, which resulted in the recognition of a $59 million non-
cash charge as the cumulative effect of a change in accounting
principle. The impaired goodwill was not deductible for taxes, and
accordingly, no tax benefit was recorded in relation to the charge.

As prescribed by SFAS 142, fiscal 2002 results exclude the amorti-
zation of goodwill. For comparability to prior periods, certain dis-
cussions in the Management’s Discussion and Analysis present
fiscal 2001 results adjusted to exclude the amortization of good-
will. The actual results as reported in fiscal 2001 are presented in
the Consolidated Financial Statements. Additionally, Note 7 to the
Consolidated Financial Statements provides a reconciliation
between the fiscal 2001 reported results and the adjusted results
discussed in the Management’s Discussion and Analysis.




Income Statement Commentary

Net Sales

Net sales increased 0.4% in fiscal 2002 compared to 2001, reflect-
ing same-store sales growth of 0.2%. The Company calculates
same-store sales based on a comparison of current period sales to
prior period sales, adjusted for acquisitions and divestitures.

(In thousands) 2002 2001 Increase

Distribution $ 1,494,267 § 1,487,422 % 6,845 0.5%

Gas Operations 141,780 141,479 301 0.2%
$ 1,636,047 3 1,628,901 $ 7,146 0.4%

The Distribution segment’s principal products and services
include industrial, medical and specialty gases, equipment rental
and hardgoods. Industrial gases consist of packaged and small
bulk gases. Equipment rental fees are generally charged on cylin-
ders, cryogenic liquid containers, bulk tanks and welding equip-
ment. Hardgoods consist of welding supplies and equipment,
safety products, and industrial tools and supplies. Sales of the
Distribution segment increased $6.8 million driven by acquisi-
tions partially offset by a decline in same-store sales. Fiscal 2002
acquisitions contributed sales of $22.6 million. Distribution same-
store sales decreased $15.8 million (-0.6%) resulting from a
decline in hardgoods same-store sales of $59.9 million (-6.7%),
partially offset by gas and rent sales growth of $44.1 million
(7.1%). The decline in hardgoods same-store sales resulted from
lower sales volumes of industrial tools and welding products
reflecting the weak industrial and manufacturing environment,
particularly with regard to metal fabrication and machinery
industries. The decrease in hardgoods sales was correlated with
the decline in non-tech industrial production during fiscal 2002.
Partially offsetting the decline in tools and welding hardgoods,
sales of safety products grew 4% to $258 million compared to the
prior year, reflecting continued success of account penetration ini-
tiatives and growth through the Company’s telesales channel. Gas
and rent same-store sales growth was driven by price increases
during the year in response to rising costs and by growth derived
from strategic sales initiatives. Growth in strategic gas sales was
driven by higher volumes of medical, specialty and bulk gases.
Rental revenue was also favorably impacted by a 12% increase in
welder equipment rentals from the Company’s expansion of its
rental welder fleet. Sales to strategic account customers (sales to
large customers with multiple locations) grew 10% to $165 mil-
lion in fiscal 2002, reflecting the Company’s success in leveraging
its broad distribution network to service large customers. The
Company has followed a strategy of focusing on strategic sales
initiatives to drive sales growth and market penetration in the
industries that it serves.
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The Gas Operations segment’s sales primarily include dry ice and
carbon dioxide that are used for cooling and the production of
food, beverages and chemical products. In addition, the segment
includes businesses that produce and distribute specialty gases
and nitrous oxide. Gas Operations’ sales were flat as same-store
sales growth was offset by divestiture activity. Same-store sales
increased $7.4 million (5.9%) driven by price increases to help
offset rising costs and higher volumes of liquid carbon dioxide
and dry ice. Divestiture activity consisted of the sale of two
nitrous oxide plants in fiscal 2002 and the divestiture of the
Jackson Dome carbon dioxide reserves and associated pipeline
(the “Jackson Dome pipeline”) in January 2001.

Gross Profits

Gross profits, excluding depreciation expense, increased 4.6% in

fiscal 2002 compared to 2001. The gross profit margin increased

200 basis points to 50% in fiscal 2002 as compared to 48% in the
prior year.

(In thousands) 2002 2001 Increase

Distribution $ 7247173 $ 683,999 § 34,174 5.0%

Gas Operations 93,121 91,702 1,419 1.5%
$ 817,294 § 781,701 $ 35,593 4.6%

Distribution gross profits increased $34.2 million from both
same-store gross profit growth and acquisition activity. The
Distribution segment’s gross profit margin of 48.5% in fiscal 2002
increased 210 basis points from 46.4% in the prior year. The
improved margin was primarily due to a shift in sales mix towards
higher margin gas and rent sales as well as price increases and a
discount management program. The shift in sales mix was driven
principally by strategic sales initiatives and declining hardgoods
sales. Gas and rent comprised 47.3% of Distribution sales com-
pared to 43.5% in the prior year.

Gas Operations’ gross profits increased $1.4 million primarily
from same-store gross profit growth of $5.5 million partially off-
set by divestiture activity. Same-store gross profit growth reflected
higher volumes and pricing for liquid carbon dioxide and dry ice.
Gas Operations’ gross profit margin of 65.7% increased 90 basis
points from 64.8% in the prior year, reflecting volume gains lever-
aging fixed manufacturing costs and price increases.

Operating Expenses

Selling, distribution and administrative expenses (“SD&A”) con-
sist of personnel and related costs, distribution and warehouse
costs, occupancy expenses and other selling, general and adminis-
trative expenses. SD&A expenses increased $36 million (6.2%)
compared to the prior fiscal year primarily from net acquisition
and divestiture activity and higher costs associated with person-
nel, health and workers’ compensation insurance, costs associated
with the Company’s Project One initiative and litigation. The
Project One initiative began in the second half of fiscal 2001 and
is focused on improving certain operational and administrative
processes. On a same-store basis, SD&A expenses increased by
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approximately $27 million (5%) in fiscal 2002 compared to fiscal
2001. Higher litigation costs resulted from a litigation settlement,
discussed below. As a percentage of net sales, SD&A expenses

increased 210 basis points to 37.9% from 35.8% in fiscal 2001.

Litigation costs were $11 million in fiscal 2002 compared to $7.5
million in fiscal 2001. Fiscal 2002 included a charge of $8.5 mil-
lion, net of previously established reserves, to settle litigation
brought by Praxair, a competitor, against the Company in July
1996. Fiscal 2001 included a charge of $6.9 million for costs to
defend against the lawsuit brought by Praxair.

Amortization expense was $8.2 million in fiscal 2002 compared to
$23.8 million in fiscal 2001. On April 1, 2001, the Company adopt-
ed SFAS 142, Goodwill and Other Intangible Assets. Under the
new pronouncement, goodwill is no longer amortized, but instead
is tested for impairment at least annually. Fiscal 2002 amortization
expense relates to non-competition agreements, which are amor-
tized over the terms of the respective agreements. Depreciation
expense of $64.8 million in fiscal 2002 increased 3% compared to
fiscal 2001.

Operating Income

Operating income increased 2.2% in fiscal 2002 as compared to
2001, adjusted to exclude the amortization of goodwill. Fiscal 2001
operating income reflects special charges, net, of $3.6 million con-
sisting of a charge associated with a cost reduction plan partially
offset by a special charge recovery from an insurance settlement.

Excluding special charges in fiscal 2001, operating income
decreased approximately 1% in fiscal 2002.

Increase/ As Reported
(In thousands) 2002 20019 (Decrease) 2001
Distribution $103,430 $104,506 $(1,076) (1.0%) $ 92,186
Gas Operations 21,603 21,523 80 0.4% 19,406
Special Charges — (3,643) 3,643 — (3,643)

$125033 $122,386 § 2,647  2.2% $ 107,949

(a) Fiscal 2001 cperating income has been adjusted for comparative purposes to
exclude the amortization of goodwill in connection with the fiscal 2002 adoption
of SFAS 142,

The Distribution segment’s operating income margin of 6.9% in
fiscal 2002 decreased slightly from 7.0% in fiscal 2001, as adjusted.
The relatively stable operating income margin year over year
reflected the Company’s success in raising prices to offset higher
operating expenses.

The Gas Operations ségment’s operating income margin was flat
at 15.2% in both fiscal 2002 and fiscal 2001, as adjusted. Higher
gross profits from volume and price increases in fiscal 2002 offset
the divestiture of the Jackson Dome pipeline and the two nitrous
oxide plants, both of which had higher than average operating
margins reflected in the prior year’s results.
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Interest Expense and Discount on Securitization of Trade
Receivables

Interest expense, net, and the discount on securitization of trade
receivables totaled $51.9 million representing a decrease of $9.7
million (-15.7%) compared to the prior fiscal year. The decrease
resulted primarily from lower average debt levels. The decrease in
average debt levels was attributable to cash flow provided from
operations and proceeds from the divestiture of the Jackson Dome
pipeline in the fourth quarter of fiscal 2001. Although the Air
Products acquisition increased debt levels at the end of fiscal
2002, average debt levels during fiscal 2002 were approximately
$130 million lower than fiscal 2001. Weighted-average financing
costs were slightly lower in the current year compared to the prior
year as higher rates of fixed cost debt associated with the
Company’s July 2001 debt refinancing were offset by lower pre-
vailing market rates related to variable rate debt.

The Company participates in a securitization agreement with two
commercial banks to sell up to $175 million of qualifying trade
receivables. The amount of outstanding receivables under the
agreement was $134 million and $73 million at March 31, 2002
and March 31, 2001, respectively. Net proceeds from the sale of
trade receivables were used to reduce borrowings under the
Company’s revolving credit facilities. The discount on the securiti-
zation of trade receivables represents the difference between the
carrying value of the receivables and the proceeds from their sale.
The amount of the discount varies on a monthly basis depending
on the amount of receivables sold and market rates.

As discussed in “Liquidity and Capital Resources,” the Company
manages its exposure to interest rate risk of certain borrowings
through participation in interest rate swap agreements. Including
the effect of the interest rate swap agreements, the Company’s
ratio of fixed to variable interest rates at March 31, 2002 was 48%
fixed to 52% variable. A majority of the Company’s variable rate
debt is based on a spread over the London Interbank Offered Rate
(“LIBOR?”). Based on the Company’s outstanding variable rate
debt and credit rating at March 31, 2002, for every increase in

"LIBOR of 25 basis points, it is estimated that the Company’s

annual interest expense would increase approximately $1 million.

Other Income, net

Other income, net, totaled $1.4 million in fiscal 2002 compared to
$242 thousand in fiscal 2001. Fiscal 2002 includes a net non-
recurring gain of $1.9 million consisting of a $7.4 million gain on
the divestiture of two nitrous oxide plants partially offset by a $3.6
million charge to write down a business unit held for sale to its
net realizable value and a $1.9 million loss resulting from an
indemnity claim related to a prior period divestiture.




Equity in Earnings of Unconsolidated Affiliates
Equity in earnings of unconsolidated affiliates of $3.8 million was

relatively flat compared to $4.0 million in fiscal 2001, adjusted for
comparative purposes to exclude goodwill amortization. Fiscal
2001 includes after-tax charges of $700 thousand related to asset
impairments associated with two equity affiliates. Including good-
will amortization, equity in earnings of unconsolidated affiliates
as reported in fiscal 2001 was $2.3 million.

Income Tax Expense

The effective income tax rate was 38.0% of pre-tax earnings in fis-
cal 2002 compared to 35.5% in fiscal 2001, adjusted for compara-
tive purposes for the impact of SFAS 142. The increase in the
effective income tax rate in fiscal 2002 was primarily due to the
$3.6 million write-down of a business unit to its net realizable
value, which was not deductible for income taxes. The effective
income tax rate as reported in fiscal 2001 was 42.3%.

Cumulative Effect of a Change in Accounting Principle

In connection with the adoption of SFAS 142, the Company per-
formed an evaluation of goodwill as of April 1, 2001. The results
of the evaluation indicated that goodwill related to one reporting
unit, the Company’s tool business, was impaired. The Company
measured the amount of impairment based on a comparison of
the fair value of the reporting unit to its carrying value.
Accordingly, the Company recognized a $59 million non-cash,
after-tax charge, recorded as of April 1, 2001, as a cumulative
effect of a change in accounting principle for the write-down of
goodwill of the tool business reporting unit to its fair value. The
impaired goodwill was not deductible for taxes, and as a result, no
tax benefit was recorded in relation to the charge.

On April 1, 2001, the Company adopted SFAS 133, Accounting for
Derivative Instruments and Certain Hedging Activities, as amend-
ed by SFAS No. 137 and 138. SFAS 133 requires all derivatives to
be recorded on the balance sheet at fair value. In accordance with
the transition provisions of SFAS 133, the Company recorded the
cumulative effect of this accounting change as a liability and a
deferred loss of $6.7 million in the accumulated other compre-
hensive income (loss) component of stockholders’ equity to recog-
nize, at fair value, interest rate swap agreements that are
designated as cash flow hedging instruments. Additionally, the
Company recorded an asset and adjusted the carrying value of the
hedged portion of its fixed rate debt by $6 million to recognize, at
fair value, interest rate swap agreements that are designated as fair
value hedging instruments

Net Earnings (Loss)

The Company recognized a net loss in fiscal 2002 of $10.4 million,
or a loss of $.15 per diluted share, compared to net earnings of
$28.2 million, or $.42 per diluted share, in fiscal 2001.
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Air Products Acquisition Integration

The Air Products acquisition contemplated certain integration
activities to optimize the combined operations. Those activities
consist of facility exit costs and employee severance related to
closing duplicate or overlapping facilities and integration costs
related to computer conversions, training and the cost of moving
inventory and equipment. Although final cost estimates for those
activities are being prepared, the costs to exit existing Airgas facili-
ties and sever employees are expected to be between $2.5 and $3.5
million and will be recognized in a special charge in the first quar-
ter of fiscal 2003. Integration costs are expected to be between
$3.5 and $4.5 million and will be recognized in operating expens-
es as incurred throughout fiscal 2003.

Resuits of Operations: 2007 Compared to 2000

Overview

The Company’s net sales for the fiscal year ended March 31, 2001
were $1.63 billion compared to $1.54 billion in the prior year.
Despite a slowing U.S. economy, the Company experienced posi-
tive same-store sales growth of 3.1%, continuing the same-store
sales growth that began in the fiscal 2000 fourth quarter. The
Company’s successful strategy of leveraging its distribution net-
work to sign new strategic accounts, pursue cross-selling opportu-
nities and promote strategic products had a favorable impact on
net sales. In addition, net sales were positively affected by the
prior year acquisition of Mallinckrodt Inc’s Puritan-Bennett med-
ical gas subsidiary (“Puritan Medical Products”). The Company
also implemented price increases during fiscal 2001 that helped to
offset rising costs related to purchased gases, salaries and wages,
insurance, and distribution. Excluding the effect of the items out-
lined below, net earnings were $.52 per diluted share in both fiscal
2001 and 2000. Net earnings, as reported, for fiscal 2001 were
$28.2 million, or $.42 per diluted share, compared to $38.3 mil-
lion, or $.54 per diluted share, in fiscal 2000.

As discussed in the “Income Statement Commentary” below,

fiscal 2001 net earnings were affected by the following:

« net special charges of $3.6 million ($2.3 million after-tax),

< litigation charges, net, of $5.3 million ($3.4 million after-tax),
and )

* asset impairments associated with two equity affiliates of $700
thousand after-tax.

Fiscal 2000 net earnings were affected by the following:

> special charge recoveries of $2.8 million ($1.7 million after-tax),

> divestiture gains of $17.5 million ($8.6 million after-tax),

> a litigation charge of $7.5 million ($4.8 million after-tax},

» an inventory write-down of $3.8 million ($2.2 million after-
tax), and

» an after-tax charge of $590 thousand representing a change in
accounting principle.



Additionally in fiscal 2001, the Company reduced total debt by
$183.9 million. The ability to reduce debt is indicative of the
strong cash flow characteristics of the Company’s business. Debt
reduction resulted from cash flow from operations, divestitures
and a securitization of trade receivables. Operations provided
approximately $61 million, divestitures provided approximately
$50 million, principally the divestiture of the Jackson Dome car-
bon dioxide reserves and associated pipeline (“Jackson Dome
pipeline”), and the trade receivables securitization program pro-
vided approximately $73 million.

Income Statement Commentary

Net Sales

Net sales increased 5.6% in fiscal 2001 compared to 2000, driven
by same-store sales growth of 3.1% and prior year acquisitions
included for a full year in 2001.

Airgas, Inc. and Subsidiaries

(In thousands) 2001 2000 Increase

Distribution $1,487,422 $1,409,949 $77,473 5.5%

Gas Operations 141,479 132,385 9,094 6.9%
$1,628,901 $1,542,334 $86,567 5.6%

Distribution sales increased $77.5 million as a result of net acquisi-
tion and divestiture activity and same-store sales growth. Fiscal
2001 sales increased $43.8 million from seven distributor acquisi-
tions since April 1, 1999, partially offset by a divestiture during fis-
cal 2000. The most significant of the acquisitions was that of
Puritan Medical Products in the fourth quarter of fiscal 2000.
Distribution same-store sales growth of $33.7 million (2.7%)
resulted from gas and rent sales growth of $28.8 million (5.1%) and
hardgoods sales growth of $4.9 million {1.0%). Gas and rent same-
store sales growth was primarily attributable to higher volumes of
strategic products and continued success of certain sales initiatives,
such as strategic accounts. Growth in strategic product sales result-
ed from expansion of the rental welder fleet and improvements in
certain gas product sales, including medical and specialty gases.
Price increases implemented during fiscal 2001 also contributed to
gas and rent sales growth. Hardgoods same-store sales growth was
driven principally by an increase in safety sales resulting from the
successful cross-selling of safety products through the Company’s
distribution network. Although hardgoods same-store sales growth
was positive in fiscal 2001, hardgoods sales slowed in the fiscal third
quarter with further contraction in the fourth quarter resulting
from the slowing U.S. industrial economy.

Gas Operations’ sales increased $9.1 million in fiscal 2001 com-
pared to the prior year primarily from same-store sales growth
(7.2%). Gas Operations’ same-store sales growth resulted from
higher volumes of liquid carbon dioxide, dry ice and nitrous oxide.
Sales growth also was driven by price increases that were imple-
mented during the fourth quarter of fiscal 2001 to help offset the
impact of higher energy and distribution costs. The reduction in
sales from the divestiture of the Jackson Dome pipeline in fiscal
2001 and the divestiture of operations in Poland and Thailand in
fiscal 2000 were offset by nitrous oxide production businesses that
were acquired with Puritan Medical Products.
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Gross Profits
Gross profits, excluding depreciation expense, increased 7.7% in
fiscal 2001 compared to 2000.

(In thousands) 2001 2000 Increase

Distribution $ 689,999 $ 649,827 $ 40,172 6.2%

Gas Operations 91,702 75,910 15,792 20.8%
$ 781,701 $ 725,737 § 55,964 7.7%

Distribution gross profits increased $40.2 million resulting from
net acquisition and divestiture activity and same-store gross prof-
its growth. Acquisition and divestiture activity accounted for a net
increase in gross profits of $29.0 million, primarily from the
acquisition of Puritan Medical Products in the fourth quarter of
fiscal 2000. Same-store gross profits increased $11.2 million
(2.4%) compared to the prior year. Same-store gross profit growth
consisted of a $14.4 million (3.7%}) increase in gas and rent,
partially offset by a decrease in hardgoods gross profits of $3.2
million. Same-store gross profits of gas and rent increased, reflect-
ing higher sales volumes and price increases implemented during
fiscal 2001. An expanded rental welder fleet also contributed to
the increase in gross profits. The Distribution segment’s gross
profit margin of 46.4% in fiscal 2001 increased 30 basis points
from 46.1% in the prior year primarily as a result of a shift in
sales mix to higher margin gases. The shift in sales mix was driven
principally by higher margin medical gases contributed by Puritan
Medical Products. The decline in hardgoods same-store gross
profits resulted from general weakness in certain manufacturing
and industrial hardgoods markets served by the Company. The
decline in hardgoods gross profits was partially mitigated by lower
costs from centralized purchasing initiatives and continued
growth of higher margin private label products. Private label
products reached an annual run rate of $45 million in fiscal 2001
representing a 40% increase over the prior year.

The Gas Operations segment’s gross profits increased $15.8 mil-
lion primarily from same-store gross profit growth and net acqui-
sition activity. Same-store gross profit growth of $10.5 million
(13.4%) resulted primarily from higher sales volumes and price
increases of dry ice, liquid carbon dioxide and nitrous oxide.
Gross profits increased $1.5 million from net acquisition activity,
primarily consisting of the prior year acquisition of Puritan
Medical Products’s nitrous oxide production businesses. In addi-
tion, the prior year was adversely affected by an inventory write-
down of $3.8 million related to certain specialty gas inventories.
Gas Operations’ gross profit margin was 64.8% compared to
57.3% in the prior year. The gross profit margin in the prior year
reflects the impact of the specialty gas inventory write-down.
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Operating Expenses

Selling, distribution and administrative expenses (“SD&A”)
increased $50.8 million (9.5%) compared to the prior fiscal year
primarily from net acquisition and divestiture activity and higher
costs associated with personnel, distribution and insurance. On a
same-store basis, SD&A expenses are estimated to have increased
approximately $32 million in fiscal 2001 compared to fiscal 2000.
Personnel costs were affected by rising salaries and wages driven
by a competitive.labor market. Higher distribution costs resulted
primarily from increases in the price of fuel and energy. Insurance
costs were driven by rising medical costs related to workers’ com-
pensation and health insurance, The Company implemented a
cost reduction plan in the fourth quarter of fiscal 2001. The cost
reduction plan focused on a reduction in workforce, the closure of
30 branch locations and the planned disposition of certain non-
core businesses. As a percentage of net sales, SD&A expenses
increased to 35.8% from 34.5% in fiscal 2000.

Fiscal 2001 SD&A expenses included legal expenses of $7.5 mil-
lion. Fiscal 2001 legal expenses reflect litigation charges of $5.3
million, net. The net litigation charges consist primarily of a
fourth quarter charge of $6.9 million related to a lawsuit brought
by a competitor, Praxair, Inc: The charge reflected an estimate of
the costs associated with the defense of the lawsuit. The charge
was partially offset by the final settlement and reversal of $1.1
million of liabilities established in fiscal 2000 associated with the
defense and settlement of class-action lawsuits related to haz-
ardous materials charges. Legal expenses for fiscal 2000 of $9.6
million included a $7.5 million litigation charge representing the
Company’s original estimate of the costs to defend against and
settle the class-action lawsuits.

Depreciation expense of approximately $63 million remained rela-
tively flat compared to fiscal 2000. Amortization expense of $23.8
million decreased $1.9 million (-7.2%) compared to fiscal 2000
primarily from the expiration of non-compete agreements related
to prior acquisitions.

Specfal Charges (Recoveries)

Special charges in fiscal 2001 included a charge of $8.5 million
related to a cost reduction plan implemented by the Company to
improve operating results at certain business units as well as to
mitigate rising operating expenses. The fourth quarter 2001 cost
reduction charge included severance costs for a reduction in
workforce, exit costs for the closure of 30 branch locations and
losses associated with the anticipated divestiture of certain non-
core businesses. The non-core businesses to be divested generated
annual sales of approximately $10 million in fiscal 2001 and were
included in the Company’s Distribution segment. The charge was
partially offset by $4.9 million of special charge recoveries prima-
rily consisting of a favorable insurance settlement associated with
the fiscal 1997 special charge. Special charge recoveries in fiscal
2000 consist of $2.8 million primarily from a favorable insurance
settlement related to the fiscal 1997 special charge.
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Operating Income

Operating income increased 1.1% in fiscal 2001 compared to
2000. Excluding special (charges) recoveries, operating income
increased 7.4%.

Increase/
(In thousands) 2001 2000 (Decrease)
Distribution $ 92,186 $ 94,671 $ (2,485) (2.6%)
Gas Operations 18,406 9,231 10,175 110%
Special (Charges)
Recoveries (3,643) 2,829 (6,472) —
$ 107,948 $106,731 $ 1,218 1.1%

The Distribution segment’s operating income margin of 6.2% in
fiscal 2001 decreased from 6.7% in fiscal 2000 primarily due to
higher operating expenses, partially offset by gross profits from
same-store sales growth and acquisitions.

The Gas Operations segment’s operating income margin of 13.7%
in fiscal 2001 increased from 7.0% in fiscal 2000. Fiscal 2001
results benefited from higher gross profits from same-store sales
growth and price increases. The prior year was adversely affected
by a $3.8 million inventory write-down of certain specialty gas
inventories. Gas Operations’ operating income margin was 9.8%
in fiscal 2000, excluding the impact of the inventory write-down.

Interest Expense and Discount on Securitization

of Trade Receivables

Interest expense, net, and the discount on securitization of trade
receivables totaled $61.5 million and represents an increase of $4
million (6.9%) compared to fiscal 2000. The increase resulted
from higher average debt levels, partially offset by lower weighted-
average interest rates. The increase in the average debt level in fis-
cal 2001 was primarily due to the fourth quarter of fiscal 2000
acquisition of Puritan Medical Products as well as common stock
repurchases during fiscal 2001.

In December 2000, the Company entered into a trade receivables
securitization agreement with two commercial banks. Net pro-
ceeds received by the Company through March 31, 2001 were
$73.2 million and were used to reduce borrowings under the
Company’s revolving credit facilities. The discount on the securiti-
zation of trade receivables of $1.3 million in fiscal 2001 represents
the difference between the carrying value of the receivables and
the proceeds from their sale. The amount of the discount varies
on a monthly basis depending on the amount of receivables sold
and market rates.

Other Income, net

Other income, net, totaled $242 thousand in fiscal 2001 compared
to $17.9 million in fiscal 2000. Fiscal 2000 includes a $14.9 million
gain from the divestitures of operations in Poland and Thailand.
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Equity in Earnings of Unconsolidated Affiliates

Equity in earnings of unconsolidated affiliates of $2.3 million
decreased $1.1 million compared to fiscal 2000. The decrease in fis-
cal 2001 was primarily due to after-tax charges of $700 thousand
related to asset impairments associated with two equity affiliates.

Income Tax Expense

The effective income tax rate was 42.3% of pre-tax earnings in fis-
cal 2001 compared to 44.8% in 2000. Excluding the tax effect
related to certain gains and special charges in both periods, the
effective income tax rate was 41.1% of pre-tax earnings in fiscal
2001 compared to 41.5% in 2000.

Cumulative Effect of a Change in Accounting Principle

Fiscal 2000 includes a charge to net earnings of $590 thousand
related to the adoption of Statement of Position 98-5, “Reporting
on the Costs of Start-up Activities.” The charge primarily resulted
from the write-off of start-up costs capitalized in prior fiscal years
in connection with the Company’s two air separation units.

Net Earnings

Net earnings in fiscal 2001 were $28.2 million, or $.42 per diluted
share, compared to $38.3 million, or $.54 per diluted share, in fis-
cal 2000.

Liquidity and Capital Resources

Fiscal 2002 Cash Flows

Net cash provided by operating activities totaled $249.4 million in
fiscal 2002 compared to $199.0 million in fiscal 2001. Net earn-
ings, adjusted for non-cash items including the cumulative effect
of a change in accounting principle, were $159.2 million com-
pared to $125.1 million in fiscal 2001. The sale of trade receivables
under the trade receivables securitization program provided cash
of $60.8 million in fiscal 2002 compared to $73.2 million in the
prior year. Working capital and other assets and liabilities, net,
provided cash of $29.4 million compared to $696 thousand in fis-
cal 2001, representing a net improvement in cash flow of $28.7
million. Working capital improvement was primarily driven by
lower levels of inventory and trade receivables as well as higher
outstanding accounts payable. Lower inventory levels resulted
from a decline in hardgoods sales, more effective utilization of the
Company’s centralized distribution centers and initiatives
designed to consolidate product lines and vendors. Higher out-
standing accounts payable reflected an increase in days payable
outstanding to 44 days from 39 days at March 31, 2001. Cash flow
provided by operating activities was primarily used to reduce bor-
rowings under the Company’s revolving credit facilities and fund
capital expenditures.

Cash used in investing activities totaled $294.7 million and prima-
rin consisted of acquisitions and capital expenditures.
Acquisitions in fiscal 2002 used cash of $252.5 million and con-
sisted of the fourth quarter acquisition of a majority of Air
Products’ U.S. packaged gas business and the third quarter acqui-
sition of six gas distributor locations from Air Liquide. Capital
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expenditures in fiscal 2002 of $58.3 million were 12% lower than
the prior year resulting from lower cylinder purchases reflecting
effective asset management initiatives. The Company anticipates
fiscal 2003 capital spending will fall within a range of $75 to $80
million. Proceeds of $10.2 million also were received from the
divestiture of two nitrous oxide plants during fiscal 2002.

Financing activities provided cash of $45.3 million primarily from
borrowings in relation to the Air Products acquisition. Financing
activities also included the payment of $12.5 million in financing
costs related to the refinancing of the Company’s revolving credit
facilities, issuance of senior subordinated notes and a term loan
obtained in relation to the Air Products acquisition. The reduc-
tion in the cash overdraft used cash of $17 million. The cash over-
draft represents the balance of outstanding checks. Exclusive of
acquisition and divestiture activity and the Company’s trade
receivables securitization, the Company reduced total debt by
$118 million in fiscal 2002. The ability to reduce debt is indicative
of the strong cash flow characteristics of the Company’s business.

Cash on hand at the end of each fiscal year is zero. On a daily
basis, depository accounts are swept of all available funds. The
funds are deposited into a concentration account through which
all cash on hand is used to repay debt under the Company’s
revolving credit facilities.

The Company will continue to look for appropriate acquisitions
of distributors to complement its broad distribution network.
Capital expenditures, current debt maturities and any future
acquisitions are expected to be funded through the use of cash
flow from operations, revolving credit facilities, and other financ-
ing alternatives. The Company believes that its sources of financ-
ing are adequate for its anticipated needs and that it could arrange
additional sources of financing for unanticipated requirements.
The cost and terms of any future financing arrangement depend
on the market conditions and the Company’s financial position at
that time.

The Company does not currently pay dividends.

Financial Instruments

Revolving Credit Facilities

On July 30, 2001, the Company refinanced its revolving credit
facilities due December 5, 2002. The refinanced credit facilities
consist of unsecured revolving credit facilities with a syndicate of
lenders totaling $367.5 million and $50 million Canadian (U.S.
$32 million) under a credit agreement with a maturity date of July
30, 2006. At March 31, 2002, the Company had borrowings under
the credit agreement of approximately $208 million and $35 mil-
lion Canadian (U.S. $21 million). The Company also had commit-
ments under letters of credit supported by the credit agreement of
approximately $38 million at March 31, 2002. The credit agree-
ment contains covenants that include the maintenance of certain
leverage ratios, a fixed charge ratio, and potential restrictions on
certain additional borrowing, the payment of dividends and the
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repurchase of common stock. Based on restrictions related to
certain leverage ratios, the Company had additional borrowing
capacity under the revolving credit facilities of approximately
$105 million at March 31, 2002. The variable interest rates of the
U.S. and Canadian revolving credit facilities are based on the
London Interbank Offered Rate (“LIBOR”) and Canadian
Bankers’ acceptance rates, respectively. At March 31, 2002, the
effective interest rates on borrowings under the revolving credit
facilities were 3.98% on U.S. borrowings and 2.15% on Canadian
borrowings.

Borrowings under the revolving credit facilities are guaranteed by
certain of the Company’s domestic subsidiaries and Canadian
borrowings are guaranteed by foreign subsidiaries. During the
fourth quarter of fiscal 2002, the Company’s credit rating as deter-
mined by third-party credit agencies was lowered in response to
additional indebtedness related to the Air Products acquisition.
The lower credit rating required the Company to pledge 100% of
the stock of its domestic guarantor subsidiaries and 65% of the
stock of its foreign guarantor subsidiaries for the benefit of the
syndicate of lenders. If the Company’s credit rating is further
reduced, the Company will be required to grant a security interest
in substantially all of the tangible and intangible assets of the
Company for the benefit of the syndicate of lenders.

Term Loan

In February 2002, the Company completed the acquisition of the
majority of Air Products’ U.S. packaged gas business for cash of
$241 million. In anticipation of the transaction, the Company
amended its revolving credit facilities to permit the acquisition
and obtained a $100 million term loan. The term loan is due in
quarterly installments beginning June 30, 2002 with a final pay-
ment due July 30, 2006. The term loan is unsecured and bears a
variable interest rate based on LIBOR plus a spread related to the
Company’s credit rating. At March 31, 2002, the effective interest
rate of the term loan was 4.15%. The additional term loan along
with the Company’s existing revolving credit facilities enabled the
Company to finance the Air Products acquisition entirely with
senior bank debt.

Senior Subordinated Notes

On July 30, 2001, concurrent with the refinancing of the revolving
credit facilities, the Company issued $225 million of senior subor-
dinated notes (the “Notes”) with a maturity date of October 1,
2011, The Notes bear interest at a fixed annual rate of 9.125%,
payable semi-annually on April 1 and October 1 of each year with
the first interest payment due April 1, 2002. The Notes were sold
in accordance with the provisions of Rule 144A of the Securities
Act of 1933 (the “Securities Act”). In October 2001, the Company
exchanged the Notes for substantially similar notes registered with
the Securities and Exchange Commission in accordance with the
Securities Act. The notes contain covenants that could restrict the
payment of dividends, the issuance of preferred stock, and the
incurrence of additional indebtedness and liens. The notes are
guaranteed on a subordinated basis by each of the domestic guar-
antors under the revolving credit facilities.
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Medium-Term Notes

The Company had the following medium-term notes outstanding
at March 31, 2002: $75 million of unsecured notes due March
2004 bearing interest at a fixed rate of 7.14% and $100 million of
unsecured notes due September 2006 bearing interest at a fixed
rate of 7.75%. At March 31, 2002, the Company’s long-term debt
also included acquisition notes and other long-term debt instru-
ments of approximately $33 million with interest rates ranging
from 7.00% to 9.00%. In the first quarter of fiscal 2003, the
Company refinanced $20 million of the acquisition notes with
borrowings under its revolving credit facilities.

Interest Rate Swap Agreements

The Company manages its exposure to changes in market interest
rates. At March 31, 2002, the Company was party to a total of 12
interest rate swap agreements. The swap agreements are with
major financial institutions and aggregate $323 million in notion-
al principal amount at March 31, 2002. Seven swap agreements
with approximately $168 million in notional principal amount
require the Company to make fixed interest payments based on an
average effective rate of 6.64% and receive variable interest pay-
ments from its counterparties based on three-month LIBOR
(average rate of 1.93% at March 31, 2002). The remaining term of
these swap agreements range from between three months and
three years. Five swap agreements with approximately $155 mil-
lion in notional principal amount require the Company to make
variable interest payments based on six-month LIBOR (average
rate of 3.78% at March 31, 2002) and receive fixed payments from
its counterparties based on an average effective rate of 8.05% at
March 31, 2002, The remaining term of these swap agreements
range from between one and nine years. The Company monitors
its positions and the credit ratings of its counterparties, and does
not anticipate non-performance by the counterparties. After con-
sidering the effect of interest rate swap agreements, the
Company’s ratio of fixed to variable interest rates was 48% fixed
to 52% variable at March 31, 2002.

A majority of the Company’s variable rate debt is based on a
spread over LIBOR. Based on the Company’s outstanding variable
rate debt and credit rating at March 31, 2002, for every increase in
LIBOR of 25 basis points, it is estimated that the Company’s
annual interest expense would increase approximately $1 million.

Trade Receivables Securitization

The Company participates in a securitization agreement with two
commercial banks to sell up to $175 million of qualifying trade
receivables. The agreement expires in December 2003, but the ini-
tial term is subject to renewal provisions contained in the agree-
ment. During fiscal 2002, the Company sold, net of its retained
interest, $1.71 billion of trade receivables and remitted to bank
conduits, pursuant to a servicing agreement, $1.58 billion in col-
lections on those receivables. The net proceeds were used to
reduce borrowings under the Company’s revolving credit facilities.
The amount of outstanding receivables under the agreement was
$134 million at March 31, 2002 and $73 million at March 31, 2001.
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The transaction has been accounted for as a sale under the provi-
sions of Statement of Financial Accounting Standards No. 140,
Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities. Under the agreement, eligible trade
receivables are sold to bank conduits through a bankruptcy-
remote special purpose entity, which is consolidated for financial
reporting purposes. The difference between the proceeds from the
sale and the carrying value of the receivables is recognized as
“Discount on securitization of trade receivables” in the accompa-
nying Consolidated Statements of Earnings and varies on a
monthly basis depending on the amount of receivables sold and
market rates. The Company retains a subordinated interest in the
receivables sold, which is recorded at the receivables’ previous car-
rying value. In accordance with a servicing agreement, the
Company services, administers and collects the trade receivables
on behalf of the bank conduits. The servicing fees charged to the
bank conduits approximate the costs of collections. The Company
also maintains an allowance for doubtful accounts on trade
receivables that it retains.

Operating Lease with Trust

The Company leases real estate and certain equipment from a
trust established by a commercial bank. The operating leases are
structured as a sale-leaseback transaction in which the trust holds
title to the properties and equipment included in the leases. The
rental payments are based on LIBOR plus an applicable margin
and the cost of the property acquired by the trust. At March 31,
2002, the non-cancelable lease obligation of the real estate and
equipment leases totaled approximately $43 million. The leases
have a five-year term, which expires in October 2004. The
Company has guaranteed a residual value of the real estate and
the equipment at the end of the lease term of approximately $30
million. A gain of approximately $12 million on the equipment
portion of the transaction has been deferred until the expiration
of the Company’s guarantee of the residual value.

Employee Benefits Trust

The Company maintains a grantor trust (the “Trust”) to fund cer-
tain future obligations of the Company’s employee benefit and
compensation plans. The Company, pursuant to a Common Stock
Purchase Agreement, sold shares of common stock to the Trust.
During fiscal 1999 through 2001, the Trust purchased a total of
approximately 7 million shares of common stock, previously held
as treasury stock, from the Company, for approximately $54 mil-
lion (based on the average market closing price for the five days
preceding each transaction). The Company holds promissory
notes from the Trust in the amount of each purchase. Shares held
by the Trust serve as collateral for the promissory notes and are
available to fund certain employee benefit plan obligations as the
promissory notes are repaid. The shares held by the Trust are not
considered outstanding for earnings per share purposes until they
are released from serving as collateral for the promissory notes.
Approximately 1.4 million and 1.2 million shares were issued
from the Trust for employee benefit programs during fiscal 2002
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and 2001, respectively. As of March 31, 2002, the Trust held
approximately 4.3 million shares of Company common stock. An
independent third-party financial institution serves as the Trustee.
The Trustee votes or tenders shares held by the Trust in accor-
dance with instructions received from the participants in the
employee benefit and compensation plans funded by the Trust.

Inflation

While the U.S. inflation rate has been relatively modest for several
years, rising costs continue to affect the Company’s business.

The Company strives to minimize the effects of inflation through
cost containment and price increases under highly competitive
conditions.

Other

Critical Accounting Policies

The preparation of financial statements and related disclosures in
conformity with accounting principles generally accepted in the
United States requires management to make judgments, assump-
tions and estimates that affect the amounts reported in the
Consolidated Financial Statements and accompanying notes.

Note 1 to the Consolidated Financial Statements describes the sig-
nificant accounting policies and methods used in the preparation
of the Consolidated Financial Statements. Estimates are used for,
but not limited to, determining the net carrying value of trade
receivables, inventories, goodwill, other intangible assets and busi-
ness insurance reserves. Actual results could differ from these esti-
mates. The following critical accounting policies are impacted
significantly by judgments, assumptions and estimates used in the
preparation of the Consolidated Financial Statements.

Trade Receivables

The Company must make estimates of the collectability of its
trade receivables. Management has established an allowance for
doubtful accounts to adjust the carrying value of trade receivables
to fair value based on an estimate of the amount of trade receiv-
ables that are uncollectible. The allowance for doubtful accounts is
determined based on historical experience, economic trends, and
known bankruptcies and problem accounts. Management believes
that the allowances for doubtful accounts as of March 31, 2002
and 2001 are adequate.

Inventories

The Company’s inventories are stated at the lower of cost or mar-
ket. The Company writes down its inventory for estimated obso-
lescence or unmarketable inventory equal to the difference
between the cost of inventory and the estimated market value
based upon its physical condition as well as assumptions about
future demand and market conditions. If actual demand or mar-
ket conditions in the future are less favorable than those
estimated, additional inventory write-downs may be required.
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Goodwill and Other Intangible Assets

The Company adopted SFAS 142, Goodwill and Other Intangible
Assets, as of April 1, 2001. SFAS 142 requires goodwill and intan-
gible assets with indefinite useful lives will not be amortized, but
instead be tested for impairment at least annually. The Company
has elected to perform its annual tests for indications of goodwill
impairment as of October 31 of each year. The annual impair-
ment test used by the Company consists of a discounted cash flow
analysis. The discounted cash flow analysis requires estimates,
assumptions and judgments that could be materially different if
different estimates, assumptions and judgments were used.

Business Insurance Reserves

The Company has insurance programs to cover workers’ compen-
sation, business automobile, general and products liability. The
insurance programs have self-insured retention of $500 thousand
per occurrence and an aggregate limit of $1.5 million of claims in
excess of $500 thousand. The Company accrues estimated losses
using actuarial models and assumptions based on the Company’s
historical loss experience. Although management believes that the
insurance reserves are adequaté, the reserve estimates are based on
historical experience, which may not be indicative of current and
future losses. In addition, the actuarial calculations used to esti-
mate insurance reserves are based on numerous assumptions,
some of which are subjective. The Company will adjust its insur-
ance reserves, if necessary, in the event that future loss experience
differs from historical loss patterns.

26

Airgas, Inc. [(ZUWZ

New Accounting Pronouncements

In July 2001, the FASB issued SFAS No. 143, Accounting for Asset
Retirement Obligations. SFAS 143 requires the recognition of a
liability for an asset retirement obligation in the period in which it
is incurred. A retirement obligation is defined as one in which a
legal obligation exists in the future resulting from existing laws,
statutes or contracts. The Company is required to adopt SFAS 143
on April 1, 2003. The Company has evaluated SFAS 143 and does
not believe its adoption will have a material impact on its results
of operations, financial position or liquidity.

In August 2001, the FASB issued SFAS No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets. SFAS 144 addresses
financial accounting and reporting for the impairment or disposal
of long-lived assets. This Statement requires that long-lived assets
be reviewed for impairment whenever events or changes in cir-
cumstances indicate that the carrying amount of an asset may not
be recoverable. Recoverability of assets to be held and used is
measured by a comparison of the carrying amount of an asset to
future net cash flows expected to be generated by the asset. If the
carrying amount of an asset exceeds its estimated future cash
flows, an impairment charge is recognized by the amount by
which the carrying amount of the asset exceeds the fair value of
the asset. SFAS 144 requires companies to separately report dis-
continued operations and extends that reporting to a component
of an entity that either has been disposed of (by sale, abandon-
ment, or in a distribution to owners) or is classified as held for
sale. Assets to be disposed of are reported at the lower of the car-
rying amount or fair value less costs to sell. The Company was
required to adopt SFAS 144 on April 1, 2002. The adoption of
SFAS 144 did not have a material impact on the Company’s con-
solidated financial condition, results of operations or liquidity.




Forward-loocking Statements

This report contains statements that are forward looking within
the meaning of the Private Securities Litigation Reform Act of
1995. These statements include, but are not limited to, statements
regarding: the Company’s strategy of leveraging its distribution

network and focusing on strategic sales initiatives to drive sales
growth and market penetration in the industries that it serves; the
Company’s ability to achieve market-leading growth and a low-
cost position; the Company’s sales and operating margin goals;
the effect of price increases on sales growth and the ability to off-
set rising costs; the correlation of hardgoods sales with non-tech
industrial production; the timing, scope and success of the Project
One initiative designed to improve certain operational and
administrative processes; the Company’s estimate that for every
increase in LIBOR of 25 basis points, interest expense will increase
approximately $1 million; the ability of the Company to success-
fully integrate the business acquired from Air Products; the esti-
mate of a fiscal 2003 first quarter special charge of $2.5 to $3.5
million for costs to exit existing Airgas facilities and sever employ-
ees; the estimate of integration costs in fiscal 2003 of $3.5 to $4.5
million related to the business acquired from Air Products; the
Company’s expectation that the business acquired from Air
Products will be accretive to fiscal 2003 earnings, cash flow and
return on capital; the anticipated growth opportunities and oper-
ating benefits provided by the Air Products business; the seamless
integration of the Air Products acquisition; expected sales through
the Company’s business-to-business website and other electronic
sales channels; the Company’s strong cash flow characteristics and
its ability to reduce debt; the Company’s estimate of fiscal 2003
capital spending of $75 to $80 million; the identification of acqui-
sition candidates and the consummation of strategic acquisitions;
the funding of capital expenditures, current debt maturities and
future acquisitions through the use of cash flow from operations,
revolving credit facilities and other financing alternatives; the abil-
ity of the Company to arrange additional sources of financing for
unanticipated requirements; the effect on the Company of higher
interest rates; and performance of counterparties under interest
rate swap agreements. These forward-looking statements involve
risks and uncertainties. Factors that could cause actual results to
differ materially from those predicted in any forward-looking
statement include, but are not limited to: adverse customer
response to the Company’s sales initiatives and resulting inability
to drive sales growth and market penetration; underlying market
conditions; a lack of or lower correlation of hardgoods sales with
non-tech industrial production in future periods; the market
acceptance of price increases and the inability of price increases
and sales growth to offset any increases in costs; the Company’s
inability to control operating expenses and the potential impact of
higher operating expenses in future periods; adverse changes in
customer buying patterns; the impact of higher than anticipated
consulting expenses on future results; the inability of the
Company’s Project One initiatives to improve operational and
administrative processes; an economic downturn (including
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adverse changes in the specific markets for the Company’s prod-
ucts); higher than estimated interest expense resulting from
increases in LIBOR and changes in the Company’s credit rating; a
higher than estimated special charge in the first quarter of fiscal
2003; higher than estimated costs to integrate the business
acquired from Air Products; the inability to realize synergies relat-
ed to the business acquired from Air Products; potential disrup-
tion to the Company’s business from integration problems
associated with the business acquired from Air Products; higher or
lower capital spending in fiscal 2003 than that estimated by the
Company; inability to generate sufficient cash flow from opera-
tions or other sources to fund future acquisitions, capital expendi-
tures, current debt maturities and to reduce debt; the inability to
identify and successfully integrate acquisition candidates; changes
in the Company’s debt levels and/or credit rating which prevent
the' Company from arranging additional financing; the inability to
manage interest rate exposure; the effects of competition from
independent distributors and vertically integrated gas producers
on products, pricing and sales growth; changes in product prices
from gas producers and name-brand manufacturers and suppliers
of hardgoods; uncertainties regarding accidents or litigation
which may arise in the ordinary course of business; and the effects
of, and changes in, the economy, monetary and fiscal policies, laws
and regulations, inflation and monetary fluctuations and fluctua-
tions in interest rates, both on a national and international basis.
The Company does not undertake to update any forward-looking
statement made herein or that may be made from time to time by
or on behalf of the Company.
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Years Ended March 31, 2002 2001 2000
Net Sales
Distribution $ 1,494,267 $ 1,487,422 $ 1,409,949
Gas Operations 141,780 140479 132,385
Total net sales 1,636,047 1,628,901 1,542,334
Costs and Expenses
Cost of products sold (excluding depreciation expense)
Distribution 770,094 787,423 760,122
Gas Operations 48,659 49,777 56,475
Selling, distribution and administrative expenses 619,316 583,355 532,527
Depreciation 64,785 62,938 63,635
Amortization (Note 7) 8,160 23,816 25,673
Special charges (recoveries), net (Note 3) — . 3643 (2,829)
Total costs and expenses 1,511,014 ) 1,5620852 1,435,603
Operating Income
Distribution 103,430 192,186 94,671
Gas Operations 21,603 19,406 8,231
Special {charges) recoveries, net — - ~ (3,643) 2,829
Total operating income 125,033 107,949 106,731
Interest expense, net (Note 16) (47,013) (60,207) (57,560)
Discount on securitization of trade receivables (Note 12) (4,846) {(1,303) —
Other income, net (Note 2) 1,382 242 17.862
Equity in earnings of unconsolidated affiliates (Note 15) . .3835 2,260 3,381
Earnings before income taxes and the cumulative effect of a
change in accounting principle 78,391 48,941 70,424
Income taxes (Note 17) 29,806 ) 20718 31,551
Earnings before the cumulative effect of a change in
accounting principle 48,585 28,223 38,873
Cumulative effect of a change in accounting principle (Note 1) (59,000 o — (590)
Net Earnings (Loss) $ (10,415) $ 28,223 $ 38,283
Basic earnings (loss) per share:
Earnings per share before the cumulative effect of a change
in accounting principle $ 71 $ 43 $ .56
Cumulative effect per share of a change in accounting principle (88 — {01
Net earnings (loss) per share $ (.15) $ 43 $
Diluted earnings (loss) per share:
Earnings per share before the cumulative effect of a change
in accounting principle $ 69 $ 42 $ .55
Cumulative effect per share of a change in accounting principle _ (.84) - (.01
Net earnings (loss) per share $ (.15) $ 42 $ 54
Weighted average shares outstanding:
Basic (Note 4) 68,100 66,000 69,200
Diluted (Note 4) 69,900 67,200 70,600
Comprehensive income (loss) $ (13,663) $ 27,666 $ 38,597

See accompanying notes to consolidated financial statements, including Note 7 containing pro forma amounts assuming the retroactive application of SFAS 142.
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(In thousands, except per share amounts)
March 31, . ) 2002 2001

Assets
Current Assets
Trade receivables, less allowances for doubtful accounts

of $8,176 in 2002 and $7,402 in 2001 (Note 12) - $ 88,634 $ 143,129
Inventories, net (Note 5) 154,045 155,024
Deferred income tax asset, net (Note 17) 13,210 10,143
Prepaid expenses and other current assets 47,654 o 25,549

Total current assets 303,543 B 333,845
Plant and equipment, at cost (Note 6) 1,309,001 1,073,252
Less accumulated depreciation (415,986) - (388,606)

Plant and equipment, net 893,015 S 704,646
Goodwill (Note 7) 406,548 440,057
Other intangible assets, net (Note 7) 25,718 29,668
Investments in unconsolidated affiliates (Note 15) 64,626 63,262
Other non-current assets 23,607 9,812

Total assets $ 1,717,057 $ 1,581,290

Liabilities and Stockholders’ Equity
Current Liabilities .
Accounts payable, trade ‘ 3 82,485 $ 76,337

Accrued expenses and other current liabilities (Note 8) 136,390 130,873
Current portion of long-term debt (Note 9) 2,456 72,945
Total current liabilities 221,331 280,155
Long-term debt, excluding current portion (Note 9) 764,124 620,664
Deferred income tax liability, net (Note 17) 198,173 161,176
Cther non-current fiabilities 30,343 22,446

Commitments and contingencies (Notes 20 and 21) — —

Stockholders’ Equity (Note 13)
Preferred stock, no par value, 20,000 shares authorized,

no shares issued or outstanding in 2002 and 2001 — —
Common stock, par value $.01 per share, 200,000 shares authorized,

75,193 and 74,361 shares issued in 2002 and 2001, respectively. 752 744
Capital in excess of par value 198,500 188,629
Retained earnings i 345,181 355,586
Accumulated other comprehensive loss (4,401) (1,153)
Treasury stock, 547 and 516 common shares at cost in 2002 and

2001, respectively (4,289) (3,982)
Employee benefits trust, 4,331 and 5,701 common shares -

at cost in 2002 and 2001, respectively (32,657) ) (42,985)

Total stockholders' equity 503,086 496,849

Total liabilities and stockholders’ equity $ 1,717,057 $ 1,581,290

See accompanying notes to consolidated financial statements.
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Years Ended March 31, 2002, 2001 and 2000

Accumulated
Shares of Capital in Other Employee
Common Stock Comman Excess of Retained Comprehensive Treasury Benefits
(In thousands) $.01 Par Value Stock Par Value Earnings Income/(Loss) Stock Trust
Balance - March 31, 1999 72,023.7 $ 720 $150,175 $289,090 $ (910) $ (1,129 $ (7,001)
Net earnings 38,283
Foreign currency translation adjustment 314
Purchase of treasury stock (Note 13) (45,996)
Reissuance of treasury stock for
stock options exercised (Note 13) 247) 424
Shares issued in connection with
stock options exercised (Note 14) 544.4 5 1,429
Tax benefit associated with exercise
of stock options (Note 17) 1,638
Shares issued in connection with Employee
Stock Purchase Plan (Note 14) 575.7 6 4,080
Shares issued from Employee Benefits Trust
for Employee Stock Purchase Plan (Note 13) (348) 1,976
Shares of treasury stock sold to Employee
Benefits Trust (Note 13) (2,834) A 38,266 (35,434)
Balance - March 31, 2000 73,143.8 § 731 $ 193,893 $327,373 $  (596) $ (8,435) $ (40,459)
Net earnings 28,223
Foreign currency translation adjustment (557)
Purchase of treasury stock (Note 13) (11,214)
Shares issued in connection with a
prior year acquisition agreement 787.6 8 €))
Shares issued in connection with
stock options exercised (Note 14) 429.5 5 1,455
Tax benefit associated with exercise
of stock options (Note 17) 800
Shares issued from Employee Benefits Trust
for Employee Stock Purchase Plan (Note 13) (3,107) 8,737
Shares of treasury stock sold to Employee
Benefits Trust (Note 13) (4,404) 15,667 (11,263)
Balance — March 31, 2001 74,360.9 $ 744 $188,629 $ 355,596 $ (1,153) $ (3,982) $ (42,985)
Net loss (10,415)
Foreign currency translation adjustment (1)
Purchase of treasury stock (Note 13) (307)
Shares issued in connection with
stock options exercised (Note 14) 832.0 3 5.547 1,885
Tax benefit associated with exercise
of stock options (Note 17) 4,330
Shares issued from Employee Benefits Trust
for Employee Stock Purchase Plan (Note 13) (1,074) 8,443
Issuance of warrants (Note 13) 1,068
Cumulative effect of a change in accounting
principle (Note 1) (6,664)
Net change in fair value of interest rate swap
agreements (Note 11) 1,740
Net tax benefit of comprehensive income items 1,677
Balance — March 31, 2002 75,192.9 $ 752 $ 198,500 345,181 $  (4,401) $ (4,289) $ (32,657)
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Years Ended March 31, 2002 2001 2000
Cash Flows From Operating Activities
Net earnings (loss) $ (10,415) $ 28,223 3 38,283
Adjustments to reconcile net earnings (loss) to net cash
provided by operating activities:
Depreciation and amortization 72,945 86,754 89,308
Deferred income taxes 34,578 5,152 13,123
Equity in earnings of unconsolidated affiliates (3,835) (2,260) (3,391)
Gains on divestitures (1,916) (1,173) (17,712)
(Gainyloss on sale of plant and equipment 405 502 (915)
Stock issued for employee stock purchase plan 7,369 5,630 5,715
Cumulative effect of a change in accounting principle 59,000 — 590
Other non-cash charges 1,068 2,281 - 458
Changes in assets and liabilities, excluding effects of
business acquisitions and divestitures:
Securitization of trade receivables 60,800 73,200 —
Trade receivables, net 9,111 (4,122) (14,480)
Inventories, net 12,614 4,531 1,392
Prepaid expenses and other current assets (24,743) (1,757) (5,954)
Accounts payable, trade 6,148 (2,005) (7.866)
Accrued expenses and other current liabilities 18,300 10,337 9,434
Other assets and liabilities, net 7,852 (6,288) (7,793)
Net cash provided by operating activities 249,381 199,005 100,092
Cash Flows From Investing Activities
Capital expenditures (58,297) (65,910) (65,211)
Proceeds from sale of plant and equipment 3,216 2,854 37,454
Proceeds from divestitures 10,200 49,629 55,596
Business acquisitions, net of cash acquired (252,538) (1,006) (99,204)
Business acquisitions, holdback and other settlements (5,018) (4,752) (2,289)
Investment in unconsolidated affiliates — — (30)
Dividends and fees from unconsolidated affiliates 2,583 3,668 3,973
Other, net 5,153 4,665 4,250
Net cash used in investing activities (294,701) (10,852) (65,461)
Cash Flows From Financing Activities
Proceeds from borrowings 680,144 157,238 168,569
Repayment of debt (612,779) (341,122) (159,638)
Financing costs (12,461) — —
Purchase of treasury stock — (11,214) (47,125)
Exercise of stock options 7,442 1,460 1,562
Cash overdraft (17,026) 5,485 2,001
Net cash provided by (used in) financing activities 45,320 (188,153) (34,631)
Change In Cash $ — $ — $ —
Cash - Beginning of year — — —
Cash - £nd of year $ — $ — $ —
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Note 1
Summary of Significant Accounting Policies

(a) Description of the Business

Airgas, Inc. and subsidiaries (the “Company”) is the largest U.S.
distributor of industrial, medical and specialty gases (delivered in
“packaged”or cylinder form), and welding, safety and related
products. The Company also produces dry ice, liquid carbon diox-
ide, nitrous oxide and specialty gases for distribution throughout
the United States. The Company was founded in 1982 and became
publicly traded on the New York Stock Exchange in 1986,

(k) Basis of Presentation

The consolidated financial statements include the accounts of
Airgas, Inc. and subsidiaries. Unconsolidated affiliates are
accounted for on the equity method and generally consist of 20-
50% owned operations where control does not exist or is consid-
ered temporary. Intercompany accounts and transactions are
eliminated in consolidation.

The Company has made estimates and assumptions relating to the
reporting of assets and liabilities and disclosure of contingent
assets and liabilities to prepare these statements in conformity
with accounting principles generally accepted in the United States
of America. Estimates are used for, but not limited to, determining
the net carrying value of trade receivables, inventories, plant and
equipment, goodwill, other intangible assets and loss contingen-
cies. Actual results could differ from those estimates.

(c) Inventories

Inventories are stated at the lower of cost or market. Cost is deter-
mined using the first-in, first-out (FIFO) method for approxi-
mately 91% and 88% of the inventories at March 31, 2002 and
2001, respectively. Cost for the remainder of inventories is deter-
mined using the last-in, first-out (LIFO) method.

(d) Plant and Equipment

Plant and equipment are initially stated at cost. Depreciation is
computed using the straight-line method based on the estimated
useful lives of the related assets. The carrying values of long-lived
assets, including plant and equipment, are reviewed for impair-
ment whenever events or changes in circumstances indicate that
the recorded value cannot be recovered from undiscounted future
cash flows. When the book value of an asset exceeds associated
expected future cash flows, it is considered to be impaired and is
written down to fair value, which is determined based on either
future cash flows or appraised values.

(e) Other Intangible Assets and Deferred Financing Costs
Costs and payments pursuant to non-competition arrangements
entered into in connection with business acquisitions are amor-
tized over the terms of the arrangements, which are principally
over five years. The Company assesses the recoverability of non-
competition arrangements by determining whether the amortiza-
tion of the asset balance can be recovered through projected
undiscounted future cash flows of the related business over its
remaining life.

Airgas, Inc. (2002

Costs related to the issuance of long-term debt are deferred and
amortized over the term of the related debt.

(f) Commitments and Contingencies

The Company’s policy is to accrue future legal fees associated with
outstanding litigation. Liabilities for loss contingencies arising
from claims, assessments, litigation and other sources are recorded
when it is probable that a liability has been incurred and the
amount of the claim, assessment or damages can be reasonably
estimated.

The Company maintains business insurance programs with signifi-
cant self-insured retention, which covers workers’ compensation,
business automobile and general products liability claims. The
Company accrues estimated losses using actuarial models and
assumptions based on historical loss experience. The actuarial cal-
culations used to estimate business insurance reserves are based on
numerous assumptions, some of which are subjective. The
Company will adjust its business insurance reserves, if necessary, in
the event future loss experience differs from historical loss patterns.

{g) Income Taxes

- Income taxes are accounted for under the asset and liability

method. Deferred tax assets and liabilities are recognized for the
future tax consequences attributable to differences between the
financial statement carrying amounts of assets and liabilities and
their respective tax bases and operating loss and tax credit carry
forwards. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years
in which those temporary differences are expected to be recovered
or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in income in the period that
includes the enactment date. Valuation allowances are recorded to
reduce deferred tax assets when it is more likely than not that a

~ tax benefit will not be realized.
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(h) Foreign Currency Translation

The functional currency of the Company's foreign operations is
the applicable local currency. The translation of foreign currencies
into U.S. dollars is performed for balance sheet accounts using
current exchange rates in effect at the balance sheet date and for
revenue and expense accounts using average exchange rates during
each reporting period. The gains or losses, net of applicable
deferred income taxes, resulting from such translations are includ-
ed in stockholders' equity as a component of “Accumulated other
comprehensive loss.” Gains and losses arising from foreign curren-
¢y transactions are reflected in the consolidated statements of
earnings as incurred.

(i) Concentrations of Credit Risk

Financial instruments that potentially subject the Company to
concentrations of credit risk consist principally of trade receiv-
ables. Concentrations of credit risk are limited due to the
Company’s large number of customers and their dispersion across
many industries throughout North America. Credit terms granted
to customers are generally net 30 days.
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() Financial Instruments (m) Shipping and Handling Fees and Costs

In managing interest rate risk exposure, the Company enters into The Company recognizes delivery and freight charges to cus-
interest rate swap agreements. An interest rate swap is a contractual tomers as elements of net sales. Costs of third-party freight are
exchange of interest payments between two parties. A standard recognized as cost of sales while costs of deliveries by company
interest rate swap involves the payment of a fixed rate times a vehicles and personnel are recognized as elements of selling, dis-
notional amount by one party in exchange for a floating rate times tribution and administrative expenses and depreciation expense.

the same notional amount from another party. As interest rates . .
party (n) Accounting and Disclosure Changes

SFAS 133

On April 1, 2001, the Company adopted SFAS No. 133, which
requires all derivatives to be recorded on the balance sheet at fair
value. In accordance with the transition provisions of SFAS 133, on

change, the difference to be paid or received is accrued and recog-
nized as interest expense over the life of the agreement. These
instruments are not entered into for trading purposes and the
Company has the ability and intent to hold these instruments to
maturty. Cognterpartle's tf) th.e C.ompan)fs interest rat.e swap agrec- April 1, 2001, the Company recorded the cumulative effect of this
ments are major financial institutions. With the adoption of the
Financial Accounting Standards Board (“FASB”) Statement of
Financial Accounting Standards (“SFAS”) No. 133, Accounting for
Derivative Instruments and Certain Hedging Activities, as amended
by SFAS No. 137 and 138, in fiscal 2002 (see Note 1 (n}), the

Company recognizes interest rate swap agreements on the balance

accounting change as a liability and a deferred loss of $6.7 million
in the accumulated other comprehensive income (loss) component
of stockholders’ equity to recognize, at fair value, interest rate swap
agreements that are designated as cash flow hedging instruments.
Additionally, the Company recorded an asset and adjusted the car-
) . rying value of the hedged portion of its fixed rate debt by $6 mil-
sheet at fair value. The interest rate swap agreements are marked to e . g POTH Y
. e Lo lion to recognize, at fair value, interest rate swap agreements that
market with changes in fair value recognized in either other com- . . o
.. . . are designated as fair value hedging instruments.
prehensive income (loss) or in the carrying value of the hedged
portions of the medium-term and senior subordinated notes. SFAS 141
Effective July 1, 2001, the Company adopted SFAS No. 141,
Business Combinations. SFAS 141 requires that the purchase
method of accounting be used for all business combinations initi-
ated after June 30, 2001. The adoption of SFAS 141 did not have

(k) Employee Benefits Trust an impact on the historical results of operations, financial posi-

The carrying amounts for trade receivables and accounts payable
approximate fair value based on the short-term maturity of these
financial instruments.

The Company established a grantor trust (the “Trust”) to fund tion or liquidity of the Company.
future obligations of the Company’s employee benefit and com-

SFAS 142
pensation plans. Shares are purchased by the Trust from the

In July 2001, the FASB issued SFAS No. 142, Goodwill and Other
Intangible Assets. As allowed under the Standard, the Company
adopted SFAS 142 retroactively to April 1, 2001. SFAS 142 requires
goodwill and intangible assets with indefinite useful lives to no
longer be amortized, but instead be tested for impairment at

least annually.

Company at fair market value and are reflected as a reduction of
stockholders’ equity in the Company’s Consolidated Balance
Sheets under the caption “Employee benefits trust.” Shares are
transferred from the Trust to fund compensation and employee
benefit obligations based on the original cost of the shares to the
Trust. The satisfaction of compensation and employee benefit

plan obligations is based on the fair value of shares transferred. With the adoption of SFAS 142, the Company reassessed the useful
Differences between the original cost of the shares to the Trust lives and residual values of all acquired intangible assets to make
and the fair market value of shares transferred is charged or cred- any necessary amortization period adjustments. Based on that

ited to capital in excess of par value. assessment, no adjustments were made to the amortization period

or residual values of other intangible assets. Additionally, certain

(1) Revenue Recognition . . . . .
. . reclassifications were made to previously issued financial statements

Revenue from sales of gas and hardgoods products is recognized . .
to conform to the presentation required by SFAS 142 (see Note 7).

when products are delivered to customers. Rental fees on cylin-

ders, bulk gas storage tanks and other equipment are recognized SFAS 142 provides a six-month transitional period from the effec-
when earned. Under long-term lease agreements in which rental tive date of adoption for the Company to perform an assessment

fees are collected in advance, revenues are deferred and recognized of whether there is an indication that goodwill is impaired. To the
over the terms of the lease agreements. extent that an indication of impairment exists, the Company must

perform a second test to measure the amount of the impairment.
The Company determined the implied fair value of each of its
reporting units using a discounted cash flow analysis and com-
pared such values to the respective reporting units' carrying
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amounts. This evaluation indicated that goodwill recorded in the
Distribution segment associated with its industrial tool reporting
unit was impaired as of April 1, 2001. Conditions that contributed
to the goodwill impairment included the deterioration of the
industrial and machine tool markets since the acquisition of the
businesses in this reporting unit and difficulty in achieving
expected cross-selling synergies. The resulting business perform-
ance made it difficult to justify further investment to achieve the
growth originally forecast for the business. Accordingly, the
Company recognized a $59 million non-cash charge, recorded as
of April 1, 2001, as the cumulative effect of a change in accounting
principle for the write-down of goodwill to its fair value. The
impaired goodwill was not deductible for taxes, and as a result, no
tax benefit was recorded in relation to the charge.

SFAS 142 also requires goodwill to be tested annually and between
annual tests if events occur or circumstances change that would
more likely than not reduce the fair value of a reporting unit
below its carrying amount. The Company has elected to perform
its annual tests for indications of goodwill impairment as of
October 31 of each year. As of October 31, 2001, the Company’s
annual assessment of each of its reporting units indicated that
goodwill was not impaired.

Statement of Position 98-5

The Company adopted Statement of Position 98-5, Reporting on
the Costs of Start-up Activities, as required, in fiscal 2000 result-
ing in a charge to net earnings of $590 thousand as a cumulative
effect of a change in accounting principle. The charge primarily
resulted from the write-off of start-up costs capitalized in connec-
tion with the Company’s two air separation units.

(o) Reclassifications
Certain reclassifications have been made to prior period financial
statements to conform to the current presentation.
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Note 2
Acquisitions & Divestitures

(a) Acquisitions

Acquisitions have been recorded using the purchase method of
accounting and, accordingly, results of their operations have been
included in the Company's consolidated financial statements since
the effective dates of the respective acquisitions.

Fiscal 2002

On February 28, 2002, the Company purchased the majority of
Air Products and Chemicals, Inc’s (“Air Products”) U.S. packaged
gas business, excluding its electronic gases and magnetic reso-
nance imaging-related helium operations, for cash of approxi-
mately $241 million including transaction costs paid through
March 31, 2002. The transaction was financed entirely with senior
bank debt. The acquisition included 88 facilities in 30 states asso-
ciated with the filling and distribution of cylinders, liquid dewars,
tube trailers, and other containers of industrial gases and non-
electronic specialty gases, and the retail selling of welding hard-
goods, including customer service centers, warehouses, and other
related assets. Airgas expects that the transaction will be a strate-
gic fit with the Company’s core business and that the acquisition
will strengthen its national network by giving it a presence in
important geographies. Additionally, the Company expects the
acquisition of Air Products’ non-electronic specialty gas opera-
tions will strengthen the core competencies of Airgas’ Specialty
Gas Operations, enabling it to enhance its competitiveness.
Separately, Air Products sold its packaged gas operations in the
Carolinas and southern Virginia to National Welders Supply
Company, Inc. (“National Welders”), with which the Company
has a joint venture. The operations acquired by National Welders
generated approximately $17 million in annual revenue and
employ about 100 people.

The estimates of fair values of net assets acquired, identified
intangibles and goodwill related to the transaction with Air
Products are based on a preliminary estimate. The Company has
not yet finalized the determination of the specific fair values of
the assets acquired. Additional work related to the performance of
asset appraisals needs to be completed to finalize the allocation of
the purchase price to net assets, identified intangibles and good-
will acquired. The entire purchase price ultimately assigned to
goodwill will be deductible for income taxes. The Company does
not expect the final allocation of the purchase price to differ
materially from the amounts included in the accompanying con-
solidated financial statements.
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Below is the preliminary purchase price allocation to each major
asset and liability caption of the acquired packaged gas business:

(In thousands)

Current assets $ 27,049
Property, plant and equipment, net 197,674
Goodwill 22,208
Intangible assets 3,786
Current liabilities (8,635)
Long-term liabilities (812)
Total $ 241,270

Additionally, in September 2001, the Company acquired six retail
distributor locations from Air Liquide America Corporation (“Air
Liquide”). The purchase price of $11 million was paid to Air
Liquide on October 1, 2001 and resulted in goodwill of approxi-
mately $7 million. The amount of goodwill associated with the Air
Liquide transaction is consistent with similarly sized gas distribu-
tion acquisitions and is entirely deductible for income taxes.

Fiscal 2001
During fiscal 2001, the Company purchased one business for
approximately $2 million.

Fiscal 2000

During fiscal 2000, the Company purchased six businesses. The
largest of these acquisitions and their effective dates included
Brown Welding Supply, LLC. (July 1, 1999), Oxygen Sales &
Service, Inc. (August 1, 1999) and Puritan-Bennett Corporation
(January 21, 2000). The aggregate purchase price for these acqui-
sitions amounted to approximately $105 million. The purchase
price for the remaining 3 businesses amounted to approximately
$4 million.

In connection with the above acquisitions, the total purchase
price, cash paid and liabilities assumed were as follows:

(In thousands)

Years Ended March 31, 2002 2001 2000
" Cash paid $ 252,538 $ 1,006 $ 99,204
Issuance of common stock — — —_
Notes issued to sellers ' — — 1,399
Notes payable and capital
leases assumed 1,466 — 561
Other liabilities assumed and
accrued acquisition costs 8,451 536 7,762
Total purchase price $ 262,455 $ 1,542 $ 108,926

Airgas, Inc. and Subsidiaries
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The purchase price for business acquisitions was allocated to the
assets acquired and liabilities assumed based on their estimated
fair values at the date of acquisition. Such allocations have been
based on preliminary estimates of fair value at the date of acquisi-
tion, which may be revised at a later date. Costs in excess of net
assets acquired (goodwill) for fiscal 2002, 2001 and 2000 amount-
ed to $29.6 million, $600 thousand and $33 million, respectively.

The following presents unaudited estimated pro forma operating
results as if the fiscal 2002 and 2001 acquisitions had been con-
summated on April 1, 2000. The pro forma results were prepared
from financial information provided by Air Products and reflect
that company’s historic cost structure, which included a signifi-
cant allocation of corporate overhead. Pro forma adjustments to
the Air Products results were limited to those related to the
Company’s stepped-up basis in acquired assets and adjustments to
reflect the Company’s borrowing and tax rates. The pro forma
adjustments reflect the decline in the Company's average borrow-
ing rates under the senior bank debt used to finance the acquisi-
tion. Those rates were 4.8% in fiscal 2002 and 8.2% in fiscal 2001.
The pro forma results have been prepared for comparative pur-
poses only and do not purport to be indicative of what would
have occurred had the acquisitions been made as of April 1, 2000
or of results that may occur in the future.

Unaudited
Years Ended March 31,
(In thousands, except per share amounts) 2002 2001
Net sales $1,845,817 $1,863,064
Income before the cumulative effect
of a change in accounting principle 52,633 26,232
Net earnings (loss) (6,367) 26,232
Diluted earnings (loss) per share (.09) .39

(b) Divestitures

In December 2001, the carrying values of the net assets of
Kendeco, Inc., an industrial tool business in the Distribution
operating segment, were reduced by $3.6 million to their net real-
izable value based on the estimated selling price less cost to sell of
$3.5 million. The loss, reflected in Other income, net, included the
write-off of $3.1 million of non-tax deductible goodwill. The
Company completed the sale of Kendeco in May 2002. Kendeco’s
operations were reflected in the operating results of the
Distribution segment.

In QOctober 2001, the Company sold two of its nitrous oxide pro-
duction facilities to Air Liquide. The Company has retained its
remaining four nitrous oxide production facilities to meet its
requirements as a major producer and distributor of nitrous
oxide. After-tax proceeds from the sale of approximately $10 mil-
lion were used to reduce borrowings under the Company’s revolv-
ing credit facilities. The Company recognized a gain on the
transaction of $7.4 million in Other income, net in the fiscal 2002
third quarter. The nitrous oxide facilities were reflected in the
operating results of the Gas Operations segment.




In January 2001, the Company divested its Jackson Dome carbon
dioxide reserve and associated pipeline for cash proceeds of
approximately $42 million resulting in an insignificant gain. The
Jackson Dome carbon dioxide reserve and associated pipeline was
reflected in the operating results of the Gas Operations segment.

In May 2000, the Company completed the sale of its equity invest-
ment in Bhoruka Gases Ltd., a regional industrial gas distributor
in India. Proceeds from the sale, including a note receivable, were
$1.1 million. The investment was sold for a loss of approximately
$1.7 million, which had been provided for under the Company’s
1998 special charges. In August 2000, the Company completed the
sale of Superior Air Products Ltd., also located in India. Proceeds
from the sale were $6.4 million and resulted in an insignificant
gain. The equity investments in India were reflected in the operat-
ing results of the Distribution segment.

During fiscal 2000, the Company completed the sale of its opera-
tions in Poland and Thailand and sold a non-core medical equip-
ment distribution business. Proceeds from the sales amounted to
$55.6 million and resulted in a gain of $17.5 million, which was
recognized in Other income, net. The operations in Poland and
Thailand were reflected in the operating results of the
Distribution segment.

The following table sets forth selected financial data, by business
segment, related to the divested operations in fiscal years 2002,
2001 and 2000:

(In thousands)

Airgas, Inc. and Subsidiaries

Years Ended March 31, 2002 2001 2000
Net sales:
Distribution $ 17,808 § 22,215 $ 39,960
Gas operations 3,467 11,194 9,251
Total net sales 21,275 33,409 49,211
Operating income:
Distribution 158 1,171 1,671
Gas operations 1,233 5,277 2,387
Total operating income $ 1,391 $§ 6448 § 4,058
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Note 3
Spacial Charges (Recoverias)

During the fourth quarter of fiscal 2002, the Company announced
the outsourcing of certain administrative functions to a financial
shared services center to be managed and operated by an outside
firm. The Company recorded a fourth quarter special charge of
approximately $1.0 million (“2002 Special Charge”) for severance
costs (workforce reduction of 125 employees) and costs related to
exiting one facility associated with the fiscal 2003 transition to the
shared services center.

During the fourth quarter of fiscal 2001, the Company recorded
net special charges of $3.6 million. The net special charges (the
“2001 Special Charges”) included a charge of $8.5 million related
to a cost reduction plan focused on improving results at certain
business units partially offset by special charge recoveries of $4.9
million principally consisting of a favorable insurance settlement
related to a fiscal 1997 special charge associated with the fraudu-
lent breach of contract by a third-party supplier of refrigerant
gases. The cost reduction plan included severance costs from a
reduction in workforce; facility exit costs, primarily non-cance-
lable lease obligations, for the closure of 30 branch locations; and
impairment write-downs associated with the planned divestiture

of certain non-core businesses. The major components of the fis-

cal 2001 Special Charges were as follows:

(In thousands) 2001
Severance Costs 3 3,880
Facility exit costs 2,464
Impairment write-down 2,188

2001 Special Charges 8,532
Special charge recoveries (4,889)

Special Charges, net $ 3,643

At March 31, 2002 and 2001, accrued liabilities associated with the
2001 special charge were as follows:

Severance Facility exit

(In thousands) costs costs Divestitures Total

2001 Special Charges $ 3,880 $ 2,464 § 2,188 $ 8,532
Cash payments (813) (34) — (947)
Incurred losses (2410)A — (2188 {2,428)
March 31, 2001 liability  $ 2,727 $ 2,430 $ — $ 5,157
Cash payments (2,162) (289) — (2,451)
Change in estimates (565) (392) — (957)
March 21, 2002 liability  $ — $ 1,749 $ — $ 1,749




During fiscal 2002, the Company reduced its estimate related to
severance and facility exit costs associated with the 2001 cost
reduction plan by approximately $1.0 million. The change in esti-
mate was recorded as a recovery in fiscal 2002 through the Special
charges (recoveries) line in the Consolidated Statement of
Earnings. The liability for facility exit costs at March 31, 2002
relates to non-cancelable lease obligations that will be reduced
over future periods as lease payments are made over the remain-
ing terms of the leases.

Special charge recoveries in fiscal 2000 primarily consist of recov-
eries of $2.8 million from an insurance settlement related to a fis-
cal 1997 special charge associated with the fraudulent breach of
contract by a third-party supplier of refrigerant gases.

Note 4
Earnings (Loss) Per Share

Basic earnings (loss) per share is calculated by dividing net earn-
ings (loss) by the weighted average number of shares of the
Company's common stock outstanding during the period.
Outstanding shares consist of issued shares less treasury stock and
common stock held by the Employee Benefits Trust. Diluted earn-
ings (loss) per share is calculated by dividing net earnings (loss)
by the weighted average common shares outstanding adjusted for
the dilutive effect of common stock equivalents related to stock
options, warrants and contingently issuable shares.

The table below reconciles basic weighted average common shares
outstanding to diluted weighted average common shares out-
standing for the three years ended March 31, 2002, 2001 and 2000:

{In thousands)

Years Ended March 31, 2002 2001 2000

Weighted average common
shares outstanding:

Basic 68,100 66,000 69,200
Stock options and warrants 1,800 600 1,000
Contingently issuable shares — 600 400

Diluted 69,900 67,200 70,600

Contingently issuable shares represent the required issuance of
Company common stock in connection with a prior year acquisition.
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Note 5
Inventories, Net
Inventories, net, consist of:
(In thousands)
Years Ended March 31, 2002 2001
Hardgoods $ 139,034 § 143121
Gases 15,011 11,903

$ 154,045 $ 155,024

Net inventories determined by the LIFO inventory method totaled
$15.2 million and $19.1 million at March 31, 2002 and 2001,
respectively. If the FIFO inventory method had been used for
these inventories, they would have been $1.3 million and $1.5 mil-
lion higher at March 31, 2002 and 2001, respectively. Substantially
all of the inventories are finished goods.

Note &
Plant and Equipment
The major classes of plant and equipment, at cost, are as follows:

{(In thousands) Depreciable

March 31, Lives (Yrs} 2002 2001
Land and land improvements — $ 36452 % 24,739
Buildings and leasehold

improvements 25 118,243 103,002
Cylinders 30 645,298 486,909
Machinery and equipment,
" including bulk tanks 7 t0 30 352,368 318,757
Computers and furniture

and fixtures 3to 10 86,234 76,679
Transportation equipment 3to 15 60,818 54,950
Construction in progress — 9,588 8,216

$1,309,001 $1,073,252
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Note 7
Goodwill and Other intangible Assels

As described in Note 1, the Company adopted SFAS 142 as of
April 1, 2001. The following table reconciles the reported operat-
ing income, equity in earnings of unconsolidated affiliates, earn-
ings before the cumulative effect of a change in accounting
principle and net income for fiscal 2001 and 2000 to their respec-

(In thousands, except per share amounts)
Years Ended March 31,

Operating income:
Distribution segment
Gas Operations segment
Total reported operating income

Add back: Distribution goodwill amortization
Add back:; Gas Operations goodwill amortization
Add back: Total goodwill amortization

Adjusted Distribution operating income
Adjusted Gas Operations operating income
Adjusted Total operating income

Equity in earnings of unconsolidated affiliates:
Reported equity in earnings of unconsolidated affiliates
Add back: equity method goodwill amortization
Adjusted equity in earnings of unconsolidated affiliates

and Subsidiaries

Earnings before the cumulative effect of a change in accounting principle:

Reported earnings before the cumulative effect of a change
in accounting principle

Add back: goodwill amortization after tax

Adjusted earnings before the cumulative effect of a change
in accounting principle

Net income:
Reported net income (loss)
Add back: goodwill amortization after tax
Cumulative effect of a change in accounting principle
Adjusted net income

Basic earnings (loss) per share:
Reported net income (loss)
Goodwill amortization after tax
Cumulative effect of a change in accounting principle
Adjusted basic earnings per share

Diluted earnings (loss) per share:
Reported net income (loss)
Goodwill amortization after tax
Cumulative effect of a change in accounting principle
Adjusted diluted earnings per share
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tive pro forma balances adjusted to exclude goodwill amortiza-
tion expense, which is no longer recognized under the provisions
of SFAS 142. Fiscal 2002 results, adjusted for a cumulative effect
of a change in accounting principle, are presented for compara-
tive purposes.

2002 2001 2000

3 103,430 $ 85,907 $ Q5,248
21,603 22,042 11,483
125,033 107,949 106,731

— 12,320 11,943

— 2,117 2,052

— 14,437 13,995

103,430 98,227 107,191
21,603 124,159 13,535

$ 125033 S 122,386 $ 120,726
i3 3,835 $ 2,260 $ 3,39
— 1,701 1,701

$ 3,835 $ 3,961 $ 5,092
$ 48,585 $ 28,223 $ 38,873
— 13,740 13,486

$ 48,585 $ 41,963 $ 52,359
3 (10,415) $ 28,223 % 38,283
— 13,740 13,486

59,000 - s

$ . 48585 $ 41,963 $ 52,359
$ (15) $ 43 $ 55
— 21 19

86 — 01

$ 71 $ .64 $ 75
$ (.15) % 42 $ 54
— 20 19

.84 — 01

$ .69 $ 62 3 74
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Changes in the carrying amount of goodwill for fiscal 2002 were
as follows:

Gas

Distribution Operations
(In thousands) Segment Segment Total
Balance at March 31, 2001 $ 364943 § 75,114 § 440,057
Acquisitions 29,616 — 29,616
Divestitures (3,146) (811) (3,957)

Cumulative effect of a change

in accounting principle (59,000) — (59,000)
Other adjustments (88) (80) (168)
Balance at March 31, 2002 $ 332,325 $ 74,223 $ 406,548

Other intangible assets amounted to $25.7 million (net of accu-
mulated amortization of $77.6 million) and $29.7 million (net of
accumulated amortization of $71.5 million) at March 31, 2002
and 2001, respectively. These intangible assets primarily consist of
non-compete agreements entered into in connection with busi-
ness combinations and are amortized over the term of the agree-
ments, principally five years. There are no expected residual values
related to these intangible assets. Estimated future amortization
expense by fiscal year is as follows ($ in millions): 2003 - $6.6;
2004 - $6.2; 2005 - $4.3; 2006 - $3.7; and $4.9 thereafter.

Note 8
Accrued Ixpenses and Other Current Liabilities

Accrued expenses and other current liabilities include:

(In thousands)

Years Ended March 31, 2002 2001
Cash overdraft $ 7,419 § 24445
Accrued payroll and employee benefits 32,443 24,989
Business insurance reserves 13,266 10,043
Health insurance reserves 7,628 5,553
Accrued interest expense 17,255 6,539
Litigation reserves 11,292 8,007
Other accrued expenses and current liabilities 47,087 51,297

$ 136,390 $ 130,873

The cash overdraft is attributable to the float of the Company’s
outstanding checks. The litigation reserves in both fiscal years pri-
marily relate to defense and settlement costs associated with the
Praxair litigation (see Note 21).
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Note 9
Indebtedness
(a) Long-term Debt
Long-term debt consists of:
(In theusands)
Years Ended March 31, 2002 2001
Revolving credit borrowings $ 229,309 § 414,983
Term loan 100,000 —
Medium-term notes 181,275 225,000
Senior subordinated notes 222,864 —
Acquisition and other notes 33,132 53,626
Total long-term debt 766,580 693,609
Less current portion of long-term debt (2,456) (72,945)
Long-term debt, excluding current portion $ 764,124 $§ 620,664

Revolving Credit Facilities

On July 30, 2001, the Company refinanced its existing revolving
credit facilities due December 5, 2002. The refinanced credit facil-
ities consist of unsecured revolving credit facilities with a syndi-
cate of lenders totaling $367.5 million and $50 million Canadian
(U.S. $32 million ), including letters of credit. The revolving credit
facilities will mature on July 30, 2006. At March 31, 2002, the
Company had borrowings under the revolving facilities of
approximately $208 million and $35 million Canadian (U.S. $21
millien}. The Company also had commitments under letters of
credit supported by the revolving credit facilities of approximately
$38 million at March 31, 2002. Based on restrictions related to
certain leverage ratios, the Company had additional borrowing
capacity under the revolving facilities of approximately $105 mil-
lion at March 31, 2002. The variable interest rates of the U.S. and
Canadian revolving credit facilities are based on the London
Interbank Offered Rate (“LIBOR”) and Canadian Bankers'
Acceptance Rates, respectively. At March 31, 2002, the effective
interest rates on borrowings under the revolving facilities were
3.98% on U.S. borrowings and 2.15% on Canadian borrowings.
Certain of the Company’s domestic subsidiaries guarantee bor-
rowings under the revolving facilities and foreign subsidiaries also
guarantee Canadian borrowings. During the fourth quarter of fis-
cal 2002, the Company’s credit rating as determined by third-
party credit rating agencies was lowered in response to additional
indebtedness related to the Air Products acquisition (see Note 2).
The lower credit rating required the Company to pledge 100% of
the stock of its domestic guarantor subsidiaries and 65% of the
stock of its foreign guarantor subsidiaries for the benefit of the
syndicate of lenders. If the Company’s credit rating is further
reduced, the Company will be required to grant a security interest
in substantially all of the tangible and intangible assets of the
Company for the benefit of the syndicate of lenders. The revolv-
ing facilities also contain covenants, which include the mainte-
nance of certain leverage ratios, a fixed charge ratio, and potential
restrictions on certain additional borrowings, the payment of div-
idends and the repurchase of common stock.
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Term Loan
In connection with the Air Products acquisition in February 2002,
the Company amended its revolving credit facilities to permit the

acquisition and obtained a $100 million term loan from-a syndi-
cate of lenders. The term loan is due in quarterly installments
beginning June 30, 2002 with a final payment due July 30, 2006.
The term loan is unsecured and bears a variable interest rate
based on LIBOR plus a spread related to the Company's credit rat-
ing. At March 31, 2002, the effective interest rate of the term loan
was 4.15%. The additional term loan along with the Company's
revolving credit facilities enabled Company to finance the Air
Products acquisition entirely with senior bank debt.

Medium-Term Notes

At March 31, 2002, the Company had the following medium-term
notes outstanding: $75 million of unsecured notes due March
2004 bearing interest at a fixed rate of 7.14% and $100 million of
unsecured notes due September 2006 bearing interest at a fixed
rate of 7.75%.

Senior Subordinated Notes

On July 30, 2001, concurrent with the refinancing of its revolving
credit facilities, the Company issued $225 million of senior subor-
dinated notes (the “Notes”) with a maturity date of October 1,
2011. The Notes bear interest at a fixed annual rate of 9.125%,
pavable semi-annually on April 1 and October 1 of each year with
the first interest payment due on April 1, 2002. The Notes were
sold in accordance with the provisions of Rule 144A of the
Securities Act of 1933 (the “Securities Act”). In October 2001, the
Company exchanged the Notes for substantially similar notes that
are registered with the Securities and Exchange Commission in
accordance with the Securities Act. No gain or loss was recognized
as a result of the exchange. The notes contain covenants that
restrict the payment of dividends, the issuance of preferred stock,
and the incurrence of additional indebtedness and liens. The
notes are guaranteed on a subordinated basis by each of the
domestic guarantors under the credit facilities.

Acquisition and Other Notes

Acquisition and other notes principally represent notes issued to sell-
ers of businesses acquired and are repayable in periodic installments.
At March 31, 2002, acquisition and other notes of $33 million had
interest rates ranging from 7.00% to 9.00%. In the first quarter of
fiscal 2003, the Company refinanced $20 million of acquisition notes
with borrowings under its revolving credit facilities.

and Subsidiaries

Aggregate Long-term Debt Maturities
The aggregate maturities of long-term debt are as follows:
(In thousands)

Years Ended March 31, Aggregate Maturity

2003 $ 2,456
2004 96,031
2005 23,143
2006 35,818
2007 385,847
Thereafter _ 223,285

$ 766,580

(b) Swap Agreements

In managing interest rate exposure, the Company participates in 12
interest rate swap agreements with a total notional principal
amount of $323 million at March 31, 2002. Counterparties to the
interest rate swap agreements are major financial institutions.

The Company monitors its positions and the credit ratings of its
counterparties, and does not anticipate nonperformance by

the counterparties.

Seven swap agreements with approximately $168 million in
notional principal amount require the Company to make fixed
interest payments based on an average effective rate of 6.64% and
receive variable interest payments from its counterparties based
on three-month LIBOR (average rate of 1.93% at March 31,
2002.) The remaining terms of these swap agreements range from
between three months and three years. Five swap agreements with
approximately $155 million in notional principal amount require
the Company to make variable interest payments based on six-
month LIBOR (average rate of 3.78% at March 31, 2002) and
receive fixed interest payments from its counterparties based on
an average effective rate of 8.05% at March 31, 2002. The remain-
ing terms of these swap agreements range from between one and
nine years. Under the terms of one of the swap agreements, the
Company has elected to receive the discounted value of the coun-
terparty’s interest payments up front. At March 31, 2002, $424
thousand of such payments was included in other current liabili-
ties. The effect of the swap agreements was to increase interest
expense by approximately $2.9 million, $1.6 million and $3.2 mil-
lion in 2002, 2001 and 2000, respectively.

The aggregate maturities of the Company's interest rate swaps by
type of swap for the five years ending March 31, 2007 and there-
after are as follows:

(In thousands)
Years Ended March 31,

Notional Principal Amounts

Pay-Fixed  Pay-Variable

2003 $ 127,500 $ —
2004 — 30,000
2005 40,000 —
2006 — -
2007 — 50,000
Thereafter . 75000

$ 167,500 $ 155,000
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Note 10
Fair Vaiue of Financial Instruments

Summarized below are the carrying and fair values of the .
Company’s financial instruments at March 31, 2002 and 2001.

The fair value of the Company’s financial instruments is based on
estimates using standard pricing models that take into account the
present value of future cash flows as of the balance sheet date. The
computation of fair values of these instruments is generally per-
formed by the Company. The carrying amounts reported in the
balance sheet for trade receivables and payables, accrued liabilities,
accrued income taxes, and short-term borrowings approximate
fair value due to the short-term nature of these instruments.
Accordingly, these items have been excluded from the table below.

2002 2002 2001 2001
Carrying Fair  Carrying Fair
(In thousands) Value Value Value Value
Financial Instruments:
Revolving credit borrowings  $229,308 $229,309 $414,983 $414,983
Senior subordinated notes 222,864 234,000 — —
Term loan 100,000 100,000 — —
Medium-term notes 181,275 175,000 225,000 218,661
Acquisition and other notes 33,132 33,094 53,626 53,013
Prepaid interest rate swap
agreements 424 680 1,441 1,870
Interest rate swap
agreements:
Fair value hedge (4,140) (4,140) — (5,951)
Cash flow hedge 4,924 4,924 — 6,664

Note 11
Derivative Instruments and Hedging Activities

The Company’s involvement with derivative instruments is limited
to highly effective fixed and floating interest rate swap agreements
used to manage well-defined interest rate risk exposures. Interest
rate swap agreements are not entered into for trading purposes. As
described in Note 1, the Company adopted SFAS 133 as of April 1,
2001.

At March 31, 2002, the Company had a notional amount of $168
million in fixed interest rate swap agreements that effectively con-
vert a corresponding amount of variable interest rate borrowings
under the revolving credit facilities and operating leases to fixed
interest rate instruments. In fiscal 2002, the Company recorded a
net change in the fair value of the fixed interest rate swap agree-
ments of $1.7 million as accumulated other comprehensive income
(loss). The net additional interest payments made under these swap
agreements during the quarter were recognized in interest expense.
Over the next 12 months, the Company expects to reclassify
approximately $2.7 million of the deferred loss from accumulated
other comprehensive income (loss) to interest expense as swap
agreements mature.
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At March 31, 2002, the Company also had a notional amount of
$155 million in variable interest rate swap agreements that effec-
tively converts a corresponding amount of fixed rate medium-
term and senior subordinated notes to variable rate debt. The fair
value of these variable interest rate swap agreements and the
increased carrying value of the hedged portions of the medium-
term and senior subordinated notes at March 31, 2002 was $4.1
million. The changes in the fair value of the swap agreements are
offset by changes in the fair value of the hedged portions of the
medium-term and senior subordinated notes.

Note 12
Trade Receivables Securitization

The Company participates in a securitization agreement with two
commercial banks to sell up to $175 million of qualifying trade
receivables. The agreement expires in December 2003, but the ini-
tial term is subject to renewal provisions contained in the agree-
ment. During fiscal 2002, the Company sold, net of its retained
interest, $1.71 billion of trade receivables and remitted to bank
conduits, pursuant to a servicing agreement, $1.58 billion in col-
lections on those receivables. The net proceeds were used to
reduce borrowings under the Company's revolving credit facili-
ties. The amount of outstanding receivables under the agreement
was $134 million at March 31, 2002 and $73 million at March 31,
2001. Proceeds received by the Company pursuant to the securiti-
zation agreement were used to reduce borrowings on its revolving
credit facilities.

The transaction has been accounted for as a sale under the provi-
sions of SFAS No. 140, Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities. Under the
securitization agreement, eligible trade receivables are sold to
bank conduits through a bankruptcy-remote special purpose enti-
ty, which is consolidated for financial reporting purposes. The dif-
ference between the proceeds from the sale and the carrying value
of the receivables is recognized as discount on securitization of
trade receivables in the accompanying Consolidated Statements of
Earnings and varies on a monthly basis depending on the amount
of receivables sold and market rates. The Company retains a subor-
dinated interest in the receivables sold, which is recorded at the
receivables' previous carrying value. A subordinated retained inter-
est of approximately $41 million and $26 million is included in
Trade receivables in the accompanying Consolidated Balance Sheets
at March 31, 2002 and 2001, respectively, In accordance with a serv-
icing agreement, the Company will continue to service, administer
and collect the trade recetvables on behalf of the bank conduits.
The servicing fees charged to the bank conduits approximate the
costs of collections. The Company also maintains an allowance for
doubtful accounts on trade receivables that it retains.
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Note 13
Stoctholders’ Equity

(a) Common Stock

The Company is authorized to issue up to 200 million shares of
common stock with a par value of $.01 per share. At March 31,
2002, the number of shares of common stock outstanding was
70.3 million, excluding 547 thousand shares of common stock
held as treasury stock and 4.3 million shares of common stock
held in a grantor trust as described under Note 13(d).

(b) Preferred Stock and Redeemable Preferred Stock

The Company is authorized to issue up to 20 million shares of
preferred stock. Of the 20 million shares authorized, 200 thousand
shares have been designated as Series A Junior Participating
Preferred Stock and 200 thousand shares have been designated as
Series B Junior Participating Preferred Stock (see Note 13(e) for
further discussion). At March 31, 2002 and 2001, no shares of the
preferred stock were issued or outstanding. The preferred stock
may be issued from time to time by the Company's Board of
Directors in one or more series. The Board of Directors is author-
ized to fix the dividend rights and terms, conversion rights, voting
rights, rights and terms of redemption, liquidation preferences,
and any other rights, preferences, privileges and restrictions of any
series of preferred stock, and the number of shares constituting
each such series and designation thereof.

Additionally, the Company is authorized to issue 30 thousand
shares of redeemable preferred stock. At March 31, 2002 and 2001,
no shares were issued or outstanding.

{c) Treasury Stock

In March 1999, the Company’s Board of Directors authorized the
repurchase of up to seven million shares of the Company’s out-
standing common stock. The authorization provided for the
repurchase of shares in the open market or in privately negotiated
transactions depending on market conditions and other factors. In
accordance with the March 1999 share repurchase authorization,
the Company acquired 31 thousand, 1.4 million and 5.3 million
shares of common stock in fiscal 2002, 2001 and 2000, respective-
ly. In fiscal 2001 and 2000, the Company reissued 2 million and
4.2 million shares of common stock to the Company’s Employee
Benefits Trust (the “Trust”), as discussed in Note 13(d). No shares
were reissued from treasury in fiscal 2002. When treasury shares
are reissued, the Company uses an average cost method with the
excess of the repurchase cost over the reissuance price accounted
for as a charge to capital in excess of par value. The Company's
stock repurchase program has been completed.

(d) Shares in Employee Benefits Trust

In March 1999, the Company established the grantor Trust to
fund certain future obligations of the Company’s employee bene-
fit and compensation plans. The Company, pursuant to a
Common Stock Purchase Agreement, sold shares of common
stock to the Trust. The Company holds promissory notes from the

a2

Trust in the amount of each purchase. Shares held by the Trust
serve as collateral for the promissory notes and are available to
fund employee benefit plan obligations as the promissory notes
are repaid. The shares held by the Trust are not considered out-
standing for earnings per share purposes until they are released
from serving as collateral for the promissory notes. An independ-
ent third-party financial institution serves as the Trustee. The
Trustee votes or tenders shares held by the Trust in accordance
with instructions received from the participants in the employee
benefit and compensation plans to be funded by the Trust. Since
inception of the Trust in fiscal 1999, the Trust purchased approxi-
mately seven million shares of common stock, previously held as
treasury stock, from the Company, for approximately $54 million.
Approximately 1.4 million, 1.2 million and 230 thousand shares
were issued from the Trust for employee benefit programs during
fiscal 2002, 2001 and 2000, respectively.

(e) Stockholder Rights Plan

Effective April 1, 1997, the Company’s Board of Directors adopted
a new stockholder rights plan (the “1997 Rights Plan”). Pursuant
to the 1997 Rights Plan, the Board of Directors declared a divi-
dend distribution of one right for each share of common stock.
Each right entitles the holder to purchase from the Company one
one-thousandth of a share Series B Junior Participating Preferred
Stock at an initial exercise price of $100 per share.

Rights become exercisable only following the acquisition by a per-
son or group of 15 percent (or 20 percent in the case of the
Chairman and certain of his affiliates) or more of the Company's
common stock or after the announcement of a tender offer or
exchange offer to acquire 15 percent (or 20 percent in the case of
the Chairman and certain of his affiliates) or more of the out-
standing common stock. If such a person or group acquires 15
percent or more {or 20 percent or more, as the case may be) of the
common stock, each right (other than such person's or group's
rights, which will become void) will entitle the holder to purchase,
at the exercise price, common stock having a market value equal
to twice the exercise price. In certain circumstances, the rights
may be redeemed by the Company. If not redeemed, they will
expire on April 1, 2007.

(f) Warrants .

During fiscal 2002, the Company granted warrants to purchase
324,000 shares of the Company's common stock to an outside
consulting firm for services rendered. The warrants have a term of
three years from the date of grant and have exercise prices in
excess of market value on the date of grant ranging from $11.98
to $18.78 per share. The aggregate value of the warrants on the
dates of grant, as determined by the Black-Scholes model, was
$1.1 million, which the Company expensed during fiscal 2002.
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Note 14 The fair value of each option grant is estimated on the date of

tecl-Based Compensation ‘ grant using the Black-Scholes option pricing model with the fol-
lowing weighted average assumptions used for fiscal 2002, 2001
and 2000 option grants, respectively: expected volatility of 48.8%,
51.1% and 44.2%, risk-free interest rate of 4.7%, 6.5% and 5.6%,
and expected life of 7.2, 5.6 and 4.9 years. The weighted average
fair value per share of the options granted during fiscal 2002, 2001
and 2000 was $5.31, $3.13 and $5.19, respectively.

The Company has elected to continue to account for its stock-
based compensation plans in accordance with Accounting
Principles Board Opinion No. 25, Accounting for Stock Issued to
Employees, as permitted by SFAS No. 123, Accounting for Stock-
Based Compensation. Accordingly, no compensation expense has
been recognized for its stock option and employee stock purchase

plans. However, pro forma information regarding net earnings The following table summarizes the activity of the employee
and earnings per share is required. Had compensation expense for stock option plans during the three years ended March 31, 2002:
the Company's stock-based compensation plans been determined Exercise
based on the fair value at the grant date, the Company's pro forma Number Price Per
net earnings and earnings per share for fiscal 2002, 2001 and 2000 of Shares Share
would be as follows: March 31, 2000
Outstanding, beginning of year 7,209,520 $1.83 - $23.25
(In thousands, except per share amounts) Granted 9 9 gory 1.126.845 606 - 12.50
Years Ended March 31, 2002 2001 2000 Exercised (576,772) 183 - 11.32
Net earnings (|055) Expired (489,932) 6.31 - 22.00
As reported ‘ $ (104150 § 28223 § 38,283 March 31, 2001
Pro forma $ (17,085 § 22,142 $ 32,602 Outstanding, beginning of year 7,269,661 183 - 2325
Granted 1,734,215 463 - 825
Diluted earnings (loss) per share Exercised (397494) - 183 - 850
As reported $ (15) % 42 % 54 Expired ' (300,421) 521 - 22.00
Pro forma $ (29§ 33 s 46 March 31, 2002
Qutstanding, beginning of year 8,305,961 183 - 2325
The pro forma impact only takes into account options granted Granted 1,525,120 854 - 1945
since April 1, 1995 and is likely to have a greater impact in future Exercised (1.049,173) 1.83 - 19.00
years as additional options are granted and amortized ratably over Expired (556,798) 550 - 2200
Qutstanding, end of year 8,225,110 $3.30 - $23.25

the vesting period.

Options for 4.7 million, 4.9 million and 4.6 million shares were
exercisable at March 31, 2002, 2001 and 2000, respectively.

The Company's stock-based compensation plans are described
below.

(b) Board of Directors Stock Option Plans
The Company also maintains stock option plans covering direc-

(a) Employee Stock Option Plans
The Company has a stock plan under which officers and key
employees may be granted options. In May 1997, the Company

adopted the 1997 Stock Option Plan (the “1997 Plan”). The 1997 the 1997 Directors' Stock Option Plan (the “1997 Directors’
Plan”). The 1997 Directors’ Plan replaced the previous 1989 Stock

granted under the 1997 Plan vest 25% annually and have a maxi- Option Plan for Directors. The 1997 Directors’ Plan reserved 500

mum term of ten years. Under the 1997 Plan, at March 31, 2002 thousand shares for issuance. Options under the 1997 Directors’
Plan are exercisable in full on the date of grant.

tors who are not employees. In May 1997, the Company adopted

Plan replaced the previous 1984 Stock Option Plan. Options

2001 and 2000, 2.6 million, 3.7 million and 5.4 million options,

respectively, were available for issuance. In fiscal 2002, 2001 and Under the 1997 Directors’ Plan, at March 31, 2002, 173,500

2000, 1.5 million, 1.7 million and 1.1 million options, respectively,  gptions were available for issuance. During fiscal 2002, 2001 and
were granted with an exercise price equal to market price at the 2000, 80,000, 100,000 and 62,500 options, respectively, were grant-
date of grant. Options under the 1997 Plan are generally granted ed with an exercise price equal to the market price at the date of
in May of each year. grant and have a maximum term of ten years.

The fair value of each option grant is estimated on the date of
grant using the Black-Scholes option pricing model with the fol-
lowing weighted average assumptions used for fiscal 2002, 2001
and 2000 option grants, respectively: expected volatility of 51.1%,
51.1% and 44.8%, risk-free interest rate of 4.6%, 6.1% and 5.8%,
and expected life of 5.7, 5.6 and 5.4 years. The weighted average
fair value per share of the stock options granted during fiscal
2002, 2001 and 2000 was $6.61, $2.85 and $6.01, respectively.
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The following table summarizes the activity of the Board of
Directors stock option plans during the three years ended March
31, 2002:

Airgas, tnc. and Subsidiaries

Exercise
Number Price Per
of Shares Share
Miarch 31, 2000
Outstanding, beginning of year 314,000 $2.09 - $19.25
Granted 62,500 12.25
Exercised (16,000) 2.20
March 31, 2001
Outstanding, beginning of year 360,500 209 - 19.25°
Granted 100,000 5.25
Exercised (32,000) 209 - 2.14
March 31, 2002
Outstanding, beginning of year 428,500 209 - 1925
Granted 80,000 12.40
Exercised (32,000 209 - 1382
Outstanding, end of year 476,500 $4.16 - $19.25

Options for 476,500, 428,500 and 360,500 shares were exercisable
at March 31, 2002, 2001 and 2000, respectively.

The following table summarizes information about options out-
standing and exercisable for the employee and Board of Directors
stock option plans at March 31, 2002:

Exercise
Weighted Average Number Price Per
Remaining Life-Years Outstanding Share
1.89 594,134 $330 - $ 525
8.13 1,258,380 544 - 5.50
4.60 1,329,057 556 - 8.50
8.89 1,437,170 854 - 8.99
5.99 1,145,269 929 - 1150
4.47 1,491,642 11.98 - 1563
5.15 1,006,350 1594 - 2125
4.16 439,608 22.00 - 2325
5.84 8,701,610 $3.30 - $2325

Options Exercisable
Weighted Average

Number of Options Exercise Price

Exercisable Per Share
592,072 $ 3.89
252,762 5.50
989,949 7.26

41,250 8.56
666,305 11.43
1,427,642 14.41
814,771 16.63
439,608 22.05

5,224,359 $11.99
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{c) Employee Stock Purchase Plans

In August 2001, the Company established the Airgas, Inc. 2001
Employee Stock Purchase Plan (the “2001 Plan”) to encourage and
assist employees in acquiring an equity interest in the Company.
The 2001 Plan replaced the previous 1998 Employee Stock
Purchase Plan (the “1998 Plan”). During fiscal 2002, the remain-
ing shares of common stock authorized under the 1998 Plan were
issued. The 2001 Plan is authorized to issue up to 1.5 million
shares of common stock. Eligible employees may elect to have up
to 15% of their annual gross earnings withheld to purchase com-
mon stock at 85% of the market value. Market value under the
2001 Plan is defined as either the closing share price on the New
York Stock Exchange as of the employees’ enrollment date or the
closing price on the last business day of a fiscal quarter, whichever
is lower. An employee may lock-in a purchase price for up to 27
months. The 2001 Plan is designed to comply with the require-
ments of Sections 421 and 423 of the Internal Revenue Code. The
terms of the Company’s previous 1998 Plan were substantially
identical to the terms of the 2001 Plan. During fiscal 2002, the
Company issued 1.1 million shares, provided from the Employee
Benefits Trust, to fund purchases made by employees under the
2001 and 1998 Plans at an average purchase price of $6.58 per
share. During fiscal 2001, the Company issued 1.2 million shares
from the Employee Benefits Trust for the 1998 Plan at an average
purchase price of $4.86 per share. During fiscal 2000, the
Company issued 806 thousand shares from the Employee Benefits
Trust and treasury stock for the 1998 Plan at an average purchase
price of $7.09 per share.

Compensation expense under SFAS 123 is measured based on the
fair value of the employees’ option to purchase shares of common
stock at the grant date and is recognized over the future periods in
which the related employee service is rendered. The fair value of
the employees’ option to purchase shares of common stock is esti-
mated using the Black-Scholes model. The assumptions used to
estimate the fair value of the employees’ option to purchase shares
of common stock at grant dates in fiscal 2002, 2001 and 2000,
respectively, were: average expected volatility of 61%, 63% and
51%, average risk-free interest rate of 2.6%, 5.4% and 6.0%, and
expected option terms ranging from 3 to 27 months. Had the
Company adopted SFAS 123, compensation expense related to the
Employee Stock Purchase Plans would have been $4.1 million,
$1.7 million, and $3.7 million in fiscal 2002, 2001 and 2000,
respectively.
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Note 15
Investmen?ts in Unconsolidated Affiliates

The Company’s investments in unconsolidated affiliates totaled
approximately $65 million at March 31, 2002, and $63 million at
March 31, 2001. The Company’s investments include a 47% joint
venture interest in the voting capital stock of National Welders.
National Welders is a distributor of industrial, medical and spe-
cialty gases and related equipment based in Charlotte, North
Carolina. On February 28, 2002, National Welders purchased Air
Products’ packaged gas operations in the Carolinas and southern
Virginia. These operations have annual revenues of approximately
$17 million. The investment in National Welders totaled approxi-
mately $57 million at March 31, 2002 and $55 million at March
31, 2001. The Company’s other investments in unconsolidated
affiliates totaled approximately $8 million at March 31, 2002 and
2001 and primarily consist of a 50% joint venture interest in AC
Industries.

The Company accounts for investments in unconsolidated affili-
ates by the equity method of accounting, as described in Note 1.
The Company’s share of earnings from all unconsolidated affili-
ates was $3.8 million, $2.3 million, $3.4 million for the years
ended March 31, 2002, 2001, and 2000, respectively.

A summary of unaudited financial information for investments in
unconsolidated affiliates for the years ended March 31, 2002 and
2001 were as follows:

(In thousands)

Years Ended March 31, 2002 2001
Current assets § 39,704 § 44,731
Non-current assets 144,439 121,852

Total assets $ 184,143 3§ 166,583
Current liabilities $ 24942 § 29441
Non-current liabilities 105,474 91,798
Stockholders' equity 53,727 45344

Total liabilities and stockholders’ equity 3 184,143 $ 166,583
(In thousands)
Years Ended March 31, 2002 2001 2000
Net sales $ 166,702 $ 182,630 $ 193,335
Cost of sales 105,476 118,244 126,249
Gross profit 61,226 64,386 67,086
Earnings before taxes 13,409 13,086 13,571
Net earnings 8,725 9,162 9,428
Preferred stock dividends and

equity earnings adjustments (4,890) (6,802) (6,037)
Equity in earnings of

unconsolidated affiliates $ 383 $ 2260 $ 3391
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The Company’s fiscal 2002 equity in earnings of unconsolidated
affiliates reflects the Company’s adoption of SFAS 142 under
which the carrying value of the Company’s investment in excess of
its unconsolidated affiliates’ underlying equity is no longer amor-
tized. See Note 7 for a reconciliation of prior period results as
reported to results adjusted to exclude this amortization expense.

Note 16
Interest Expense, Net

Interest expense, net, consists of:

(In thousands)

Years Ended March 31, 2002 2001 2000
Interest expense $ 48,035 $ 61,434 § 58712
Interest and finance charge income (1,022) (1,227) (1,152)

$ 47013 § 60,207 $ 57,560

Note 17
Income Taxes

Earnings before income taxes and the cumulative effect of a
change in accounting principle were derived from the following
sources:

(In thousands)

Years Ended March 31, 2002 2001 2000
United States $ 74947 § 46,021 $ 69,028
Foreign 3,444 2,920 1,396
§ 783N $ 48,941 $ 70,424
Income tax expense (benefit) consists of:
(In thousands)
Years Ended March 31, 2002 2001 2000
Current:
Federal $ (6693) $ 12,286 $ 16,554
Foreign 1,534 1,135 408
State 387 2,145 1,466
4,772) 15,566 18,428
Deferred:
Federal 32,348 6,173 10,325
Foreign 329 594 847
State 1,901 (1,615) 1,951
34,578 5,152 13,123
$ 29806 $ 20,718 & 31,551

As of March 31, 2002, the Company has reflected a tax refund
receivable of $27.7 million in Prepaid expenses and other current
assets. The tax refund was principally the result of the 2002 Job
Creation and Work Assistance Act (“the Act”), which provided for a
30% bonus depreciation deduction for assets placed in service after
September 10, 2001. As a result of the Act and the Company’s signif-
icant acquisitions subsequent to September 10, 2001, the Company
recognized a current period tax benefit and deferred tax expense

- related to the bonus depreciation deduction. The bonus depreciation

deduction was a principle contributor to a current net operating loss
position, which the company elected to carry back to prior tax years.
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Significant differences between taxes computed at the federal
statutory rate and the provision for income taxes were:

Years Ended March 31, 2002 2001 2000
Taxes at U.S. federal statutory rate 35.0% 35.0% 35.0%
Increase in income taxes
resulting from:
State income taxes, net of
federal benefit 1.5% 1.1% 2.1%
Amortization of non-deductible
goodwill — 4.9% 4.7%
Divestitures 1.8% — 2.6%
Equity accounting for
unconsolidated affiliates (1.2%) (1.1%) (1.1%)
Other, net 0.9% 2.4% 1.5%
38.0% 42.3% 44 8%

The decrease in the effective tax rate in fiscal 2002 is primarily
related to the Company no longer amortizing goodwill as
described in Notes 1 and 7.

The tax effects of cumulative temporary differences that gave rise
to the significant portions of the deferred tax assets and liabilities
were as follows:

(In thousands)

Years Ended March 31, 2002 2001
Deferred Tax Assets:
Inventories $ 5955 § 5,852
Accounts receivable (124) 406
Deferred rental income 959 528
Insurance reserves 7,573 4,391
Special charges (Note 3) 1,581 5,396
Litigation settlement and other reserves 6,406 1,649
Intangible assets (5,907) (71)
Other 14,365 11,523
Valuation allowance (5,976) ~(4,263)
24,832 25 411
Deferred Tax Liabilities:
Plant and equipment (194,703) (160,000)
Other (15092)  (16,444)
(209,795) (176 444)
Net deferred tax liability $(184,963) $(151,033)

Current tax assets and current tax liabilities have been netted for
presentation purposes. Non-current tax assets and non-current
tax liabilities have also been netted. Deferred tax assets and liabili-
ties are reflected in the Company’s consolidated balance sheets as
follows:

(In thousands)

Years Ended March 31, 2002 2001
Current deferred tax asset, net $§ 13,210 $ 10,143
Non-current deferred tax liability, net (198,173) (161,176)
Net deferred tax liability $(184,963) $(151,033)
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The Company has recorded tax benefits amounting to $4.3 mil-
lion, $800 thousand and $1.6 million in fiscal 2002, 2001 and
2000, respectively, resulting from the exercise of stock options.
This benefit has been recorded in capital in excess of par value.

In assessing the realizability of deferred tax assets, management
considers whether it is more likely than not that some portion or
all of the deferred tax assets will not be realized. The ultimate
realization of deferred tax assets is dependent upon the generation
of future taxable income during the periods in which those tem-
porary differences become deductible. Management considers the
reversal of deferred tax liabilities and projected future taxable
income in making this assessment. Based upon the level of histori-
cal taxable income and projections for future taxable income over
the periods which the deferred tax assets are deductible, manage-
ment believes it is more likely than not that the Company will
realize the benefits of these deductible differences, net of the exist-
ing valuation allowances, at March 31, 2002. Valuation allowances,
which increased by $1.7 million in fiscal year 2002, primarily
relate to certain state tax net operating loss carry forwards.

Note 18
Benefit Plans

The Company has a defined contribution 401(k) plan (the “401(k)
plan”) covering substantially all full-time employees. Under the
terms of the 401(k) plan, the Company makes matching contribu-
fions up to two percent of participants’ wages plus additional dis-
cretionary profit sharing contributions based upon the
profitability of the Company. Amounts expensed under the 401 (k)
plan for fiscal 2002, 2001, and 2000 were $4.7 million, $5.8 mil-
lion and $5.9 million, respectively.

Certain subsidiaries of the Company participate in multi-employ-
er pension and post-retirement plans which provide defined bene-
fits to union employees. Contributions are made to the plans in
accordance with negotiated labor contracts. The Company has not
taken any action to terminate or withdraw from these plans.
Management believes that the Company’s liability, if any, for
multi-employer plan withdrawal liability will not have a material
effect on the Company’s financial condition, results of operations
or liquidity. Amounts expensed under the pension plans for fiscal
2002, 2001 and 2000 were $642 thousand, $543 thousand and
$526 thousand, respectively.

Effective January 2002, the Company offered eligible employees
the opportunity to participate in a non-qualified deferred com-
pensation plan (the “Plan”). The Plan, which is not required to be
funded, allows eligible employees to defer a portion of their com-
pensation until their retirement. The costs associated with the
Plan during fiscal 2002 were not material. At March 31, 2002, the
Company had a liability of $100 thousand related to compensa-
tion deferred and related interest under the Plan.
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Note 18

Related Parties

During the years ended March 31, 2002, 2001 and 2000, National
Welders, an unconsolidated equity affiliate, paid $3.8 million, $3.8
million and $3.5 million, respectively, to the Company for gas
products, hardgoods and services. In addition, National Welders
sold gas products and hardgoods to the Company in the amounts
of $1.1 million, $787 thousand and $330 thousand in fiscal 2002,
2001 and 2000, respectively. In connection with the Praxair litiga-
tion (see Note 21), the Company reimbursed National Welders for
legal fees of $482 thousand, $260 thousand and $484 thousand in
fiscal 2002, 2001 and 2000, respectively.

The Company paid $7.7 million, $7.9 million and $9.1 million to
AC Industries, an unconsolidated equity affiliate, for the purchase
of liquid carbon dioxide during the years ended March 31, 2002,
2001 and 2000, respectively. In addition, the Company had a net
payable balance to AC Industries totaling $1.2 million, $1.2 million
and $695 thousand at March 31, 2002, 2001 and 2000, respectively.

Note 20

Leases

The Company leases certain distribution facilities and equipment
under long-term operating leases with varying terms. Most leases
contain renewal options and in some instances, purchase options.
Rentals under these long-term leases for the years ended March
31, 2002, 2001, and 2000, amounted to $45.4 million, $43.7 mil-
lion, and $38.5 million, respectively. Certain operating facilities
are leased at market rates from employees of the Company who
were previous owners of businesses acquired. The Company also
has several capital leases assumed as part of prior acquisitions.
Outstanding capital lease obligations and the related capital assets
are not material to the consolidated balance sheets at March 31,
2002 and 2001.

The Company leases real estate and certain equipment from a
trust established by a commercial bank. The operating leases are
structured as a sale-leaseback transaction in which the trust holds
title to the properties and equipment included in the leases. The
rental payments are based on LIBOR plus an applicable margin
and the cost of the property acquired by the trust. At March 31,
2002, the non-cancelable lease obligation of the real estate and
equipment leases totaled approximately $43 million. The lease
terms expire in October 2004. The Company has guaranteed a
residual value of the real estate and the equipment at the end of
the lease terms of approximately $30 million. A gain of approxi-
mately $12 million on the equipment portion of the transaction
has been deferred until the expiration of the Company’s guarantee
of the residual value.
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At March 31, 2002, future minimum lease payments under non-
cancelable operating leases, including the residual value associated
with the sale-leaseback transaction, are as follows:

(In thousands)

2003 $ 37,900
2004 31,040
2005 65,710
2006 19,517
2007 13,889
Thereafter 15,418

$ 183,474
Note 21

Commitments and Conftingencies

(a) Legal

In July 1996, Praxair, Inc. (“Praxair”) filed suit against the
Company in the Circuit Court of Mobile County, Alabama, alleg-
ing tortious interference with business or contractual relations
with respect to Praxair’s right of first refusal agreement with the
majority shareholders of National Welders in connection with the
Company’s formation of a joint venture with National Welders. In
June 1998, Praxair filed a motion to dismiss its own action in
Alabama and commenced another action in the Superior Court of
Mecklenburg County, North Carolina, alleging substantially the
same tortious interference by the Company. The North Carolina
action also alleged breach of contract against National Welders
and certain shareholders of National Welders and unfair trade
practices and conspiracy against all the defendants. In April 2002,
the Company and Praxair entered into an agreement to settle the
litigation in order to avoid the time and expense of a lengthy trial.
Each party denied any wrongdoing or liability and Praxair agreed
to an early termination of its right of first refusal. As a result of
the settlement, in the fourth quarter of fiscal 2002, the Company
recorded a charge to earnings, net of previously established
reserves related to the litigation, of $8.5 million. In fiscal 2001, the
Company recorded a charge of $6.9 million for costs associated
with defending the Praxair lawsuit.

In fiscal 1997, the Company announced it was the victim of a
fraudulent breach of contract by a third-party supplier of refriger-
ant gases and recorded a special charge related to product losses
and costs assaciated with the Company's efforts to investigate the
fraud and pursue recoveries. In March 2001, the Company
reached a final settlement with its insurance carriers resulting in
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insurance recoveries of $4 million. The insurance settlement, net Note 22
of associated legal expenses, was reflected in special charge recov- Supplemental Cash Flow information

eries in the Consolidated Statement of Earnings. . . .
¢ & Cash paid for interest expense and income taxes was as follows:

In fiscal 2000, the Company recorded a $7.5 million charge repre- {In thousands)

senting an estimate of the overall costs associated with the defense Years Ended March 31, 2002 2001 2000
and settlemeth of certain cllass action lawsuits pertaining to haz- Interest $ 42,165 § 65167 $ 57,934
ardous material charges paid to the Company by customers. In the Income taxes (net of refunds) 21004 8109 16.269
fourth quarter of fiscal 2001, a settlement agreement and approv-

ing court orders covering all such class actions against the Significant non-cash investing and financing transactions were as

Company became final, and the Company reversed $1.1 million of follows:

the previously accrued defense and settlement costs.
.. . A (In thousands)
The Company is involved in various legal and regulatory proceed- Years Ended March 31, 2002 2004 2000

ings that have arisen in the ordinary course of its business and
have not been fully adjudicated. These actions, when ultimately

Acquisition related transactions:

. . . .. 4 _
concluded and determined, will not, in the opinion of manage- D‘eb.t‘alssumed 51486 3 $ 261
h ] ad f he C R I Liabilities assumed 8,451 536 7.762
ment, have a.materla. a verse effect upon the omPan?/§ consoli- Debt issued - __ 1399
dated financial condition, results of operations or liquidity.
(b) Insurance Coverage Note 23

The Company has established insurance programs to cover work- Summary by Business Segment

ers’ compensation, business automobile, general and products lia-

bility. These programs have self-insured retention of $500 The Company aggregates its operations, based on products and

thousand per occurrence and an aggregate limit of $1.5 million services, into two reportable segments, Distribution and Gas

for claims in excess of $500 thousand. The Company believes its Operations. The Distribution segment accounts for approximately

insurance reserves are adequate. The Company accrues estimated 90% of consolidated sales. The segment’s principal products and
losses using actuarial models and assumptions based on historical services are packaged and small bulk gases, gas cylinder and weld-

ing equipment rental and hardgoods. Gas sales include industrial,
medical and specialty gases such as: nitrogen, oxygen, argon, heli-

loss experience.

The nature of the Company’s business may subject it to product
and general liability lawsuits. To the extent that the Company is
subject to claims that exceed its liability insurance coverage of $100

um, acetylene, carbon dioxide, nitrous oxide, hydrogen, welding
gases, ultra high purity grades and special application blends. Rent

e i ) is derived from gas cylinders, cryogenic liquid containers, bulk
million, such suits could have a material adverse effect on the

i ) storage tanks and through the rental of welding equipment.
Company’s financial position, results of operations or liquidity.

Hardgoods consist of welding supplies and equipment, safety
(<) Supply Agreements products, and industrial tools and supplies.

In connection with the Air Products acquisition, the Company
entered into a 15-year supply agreement under which Air Products
will supply at least 35% of the Company’s bulk liquid nitrogen, oxy-
gen and argon requirements. Additionally, the Company has com-

The Gas Operations segment produces and distributes certain gas
products, principally dry ice, carbon dioxide, nitrous oxide and
specialty gases. The Company also operates two air separation

i plants that produce oxygen, nitrogen and argon which are sold to
mitments to purchase helium under the terms of the supply

> on-site customers and to the Distribution segment.
agreement. Based on fiscal 2002 results, the Air Products supply

agreement represents approximately $40 million in annual liquid The Company’s operations are principally in the United States.
bulk gas purchases. In addition, the Company is a party to other The Company’s customer base is diverse and sales are not depend-
long-term supply agreements primarily for the purchase of liquid ent on a single or small group of customers.

carbon dioxide, representing approximately $14 million, or 24% of
the Company’s annual carbon dioxide requirements.

a8
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The accounting policies of the segments are the same as those

described in the Summary of Significant Accounting Policies

(Note 1). Additionally, Corporate operating expenses are allocated

to each segment pro rata based on sales dollars; Corporate assets

have been allocated to the Distribution segment; intercompany

sales are recorded on the same basis as sales to third parties; and

intercompany transactions are eliminated in consolidation. As a
result of adopting SFAS 142 effective April 1, 2001, the financial
results for the year ended March 31, 2002 do not reflect goodwill
amortization expense (see Note 1). See Note 7 for a reconciliation

of prior period financial results as reported to financial results

adjusted to exclude goodwill amortization expense. See Note 2 for

the impact of acquisitions and divestitures on the operating

results of each segment. Certain reclassifications have been made

to the prior periods segment disclosures to conform to the current

presentation.

Management utilizes more than one measurement and multiple

views of data to measure segment performance and to allocate

resources to the segments. However, the dominant measurements

are consistent with the Company’s consolidated financial state-

ments and, accordingly, are reported on the same basis herein.

Management evaluates the performance of its segments primarily
based on sales, operating income, EBITDA (operating income plus
equity in earnings of unconsolidated affiliates, depreciation and

amortization) and overall economic returns.
" Gas

(In thousands) Distribution  Operations Combined
Fiscal 2002 .
Gas and rent $ 707,435 $ 139,524 3 846,959
Hardgoods 786,832 2,256 789,088

Total net sales 1,494,267 141,780 1,636,047
Intersegment sales — 32,227 32,227
Gross profit 724,173 93121 817,284
Gross profit margin 48.5% 65.7% 50.0%
Depreciation and amortization ’

expense 61,275 11,670 72,945
Operating income 103,430 21,603 125,033
Equity earnings of

unconsolidated affiliates 2,878 957 3,835
Assets 1,520,492 196,565 1,717,057
Investment in equity method

investees 58,579 6,047 64,626
Capital expenditures 52,414 5,883 58,297
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(In thousands) Distribution  Operations Combined
Fiscal 2001
Gas and rent $ 647,525 $ 138,383 § 785,908
Hardgoods 839,897 3,096 842,993

Total net sales 1,487,422 141,479 1,628,901
Intersegment sales — 31,805 31,805
Gross profit 689,999 91,702 781,701
Gross profit margin 46.4% 64.8% 48.0%
Depreciation and amortization

expense 72,552 14,202 86,754
Operating income, excluding

special (charges) recoveries 92,186 19,406 111,592
Special (charges) recoveries, net (6,279) 2,636 (3,643)

Operating income 85,907 22,042 107,949
Equity earnings of

unconsolidated affiliates 1,386 874 2,260
Assets 1,406,928 174,362 1,581,290
Investment in equity method

investees 56,671 6,591 63,262
Capital expenditures 56,228 9,682 65,910

Gas

(In thousands) Distribution  Operations Combined
Fiscal 2000
Gas and rent $ 592,449 $ 128,703 § 721,152
Hardgoods 817,500 3,682 821,182

Total net sales 1,409,949 132,385 1,542,334
Intersegment sales — 18,253 18,253
Gross profit 649,827 75,910 725,737
Gross profit margin 46.1% 57.3% 47.1%
Depreciation and amortization

expense 76,483 12,825 89,308
Operating income, excluding

special {charges) recoveries 94,671 9,231 103,902
Special (charges) recoveries, net 577 2,252 2,829

Operating income 95,248 11,483 106,731
Equity earnings of

unconsolidated affiliates 1,658 1,733 3,391
Assets 1,512,666 226,665 1,739,331
Investment in equity method

investees : 57,339 15,620 72,959
Capital expenditures 56,361 8,850 65,211
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This table summarizes the unaudited results of operations for
each quarter of fiscal 2002 and 2001:

(In thousands, except

per share amounts) First Second Third Fourth
Fiscal 2002
Net sales $415675 $411,982 $392,433 $415,957
Operating income 32,784 34,838 31,194 26,216
Net earnings (45,549) 14,553 11,845 8,736
Basic earnings per

share (a),(b) $ (.68) $ 21 % 17 % 13
Diluted earnings per

share (a),(b) $ (.67) $ 21 % 17 3 2
Fiscal 2001
Net sales $408,998 $410,097 $394,970 $414,836
Operating income 31,043 33,046 26,242 17,618
Net earnings 9,816 10,403 6,676 1,328
Basic earnings per

share (a),() $ 15 8 16§ 100 % .02
Diluted earnings per

share (a).(c) $ 5 % 16 3 10§ .02

(a) Earnings per share calculations for each of the quarters are based on the weighted
average number of shares outstanding in each period. Therefore, the sum of the
quarters does not necessarily equal the full year earnings per share.

(b) As discussed in the Notes to the Company’s consolidated financial statements, net
earnings for fiscal 2002 include: (1) in the first quarter, a non-cash charge of $59
millian, or $.86 per diluted share, as the cumulative effect of a change in
accounting principle for the write-down of goodwill to its fair value; and (2) in
the fourth quarter, a litigation charge of $5.7 million after-tax, or $.08 per dilut-
ed share, related to the Praxair litigation settlement. In accordance with the
Company's adoption of SFAS 142 on April 1, 2002, fiscal 2002 financial informa-
tion excludes goodwill amortization (see Note 7).

() As discussed in the Notes to the Company's consolidated financial statements, net
earnings for fiscal 2001 include the following charges in the fourth quarter: (1)
net special charges of $2.3 million after tax, or $.03 per diluted share; (2) litiga-
tion charges, net of recoveries, of $3.4 million, or $.06 per diluted share; and (3)
asset impairments associated with two equity affiliates of $700 thousand after
tax, or $.01 per diluted share.
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Note 25
Condensed Corsolidating Financia! Information of
Subsidiary Guarantors

As described in Note 9, on July 30, 2001, the Company refinanced
its revolving credit facilities and issued $225 million of senior sub-
ordinated notes (the “Notes”). The obligations of the Company
under the Notes are guaranteed by the Company’s domestic sub-
sidiaries that guarantee the Company’s revolving credit facilities
(the “Guarantors™). The Company’s joint venture operations, for-
eign holdings and bankruptcy remote special purpose entity (the
“Non-guarantors”) are not guarantors of the Notes. The guaran-
tees are made on a joint and several basis. The claims of creditors
of Non-guarantor subsidiaries have priority over the rights of the
Company to receive dividends or distributions from such sub-
sidiaries. Presented below is condensed consolidating financial
information for the Company, the Guarantors and the Non-guar-
antors as of March 31, 2002 and March 31, 2001 and for the years
ended March 31, 2002, 2001 and 2000. On August 31, 2001, two
Non-guarantor entities were merged into the parent. These enti-
ties were holding companies through which the Company man-
aged its operations in Poland and Thailand. The operations in
Poland and Thailand were divested in fiscal 2000. The net assets of
the two Non-guarantor entities in the amount of $42.7 million
were transferred to the parent.
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(In thousands) Non- Elimination
March 31, 2002 Parent Guarantors Guarantors Entries Consolidated
Assets
Current Assets
Trade receivables, net $ — $ 25,088 $ 63,546 $ — $ 88634
Intercompany
receivable/(payable) — 6,174) 6,174 — —
Inventories, net — 151,334 2,711 — 154,045
Deferred income tax asset, net 7,850 5,360 — — 13,210
Prepaid expenses and other
current assets 31,137 16,321 196 — 47,654
Total current assets 38,987 191,929 72,627 — 303,543
Plant and equipment, net 15,924 856,978 20,113 — 893,015
Goodwill — 396,242 10,306 — 406,548
Other intangible assets, net 997 24,721 — — 25,718
Investments in unconsolidated
affiliates 58,578 6,048 — — 64,626
Investments in subsidiaries 1,314,314 — — (1,314,314) —
Intercompany
receivable/(payable) (141,785) 168,176 (26,391) — —
Other non-current assets 19,765 2,921 921 — 23,607
Total assets $1,306,780 _ $1,647,015 $ 77,576 $(1,314,314) $1,717,057
Liabilities and Stockholders’ Equity
-Current Liabilities
Accounts payable, trade $ 5,047 $ 74,968 $ 2,470 $ — 3 82,485
Accrued expenses and other
current liabilities 60,385 75,582 423 — 136,390
Current portion of long-term debt — 2,375 81 — 2,456
Total current liabilities 65,432 152,925 2,974 — 221,331
Long-term debt, excluding current portion 732,544 9,828 21,752 — 764,124
Deferred income tax liability, net 951 192,004 5,218 — 198,173
Other non-current liabilities 4,767 25,268 308 — 30,343
Commitments and contingencies — —_ — — —
Stockholders’ Equity
Preferred stock, no par value — — — — —
Common stock, par value $.01per share 752 — — — 752
Capital in excess of par value 198,500 807,765 8,224 (315,989) 198,500
Retained earnings 345,181 359,442 40,037 (399,479) 345,181
Accumuiated other comprehensive loss 4,401) @217 (937) 1,154 (4,401)
Treasury stock (4,289) — — — (4,289)
Employee benefits trust (32,657) — — — (32,657)
Total stockholders’ equity 503,086 1,266,990 47,324 (1,314,314) 503,086
Total liabilities and stockholders’ equity 371,306,780 $ 1,647,005 $ 77576 $(1,314,314) $1.717.057
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Airgas, Inc. and Subsidiaries

(In thousands) . Non- Elimination
March 31, 2001 o Parent Guarantors Guarantors Entries =~ Consolidated
Assets
Current Assets
Trade receivables, net $ — $ 101,326 $ 41,803 $ — $ 143,129
Intercompany
receivable/(payable) 170 (4,428) 4,258 — —
Inventories, net — 151,402 3,622 — 155,024
Deferred income tax asset, net 6,297 3,846 — — 10,143
Prepaid expenses and other
current assets 10,165 14,463 o ‘ — 25,549
Total current assets 16,632 266,609 . 50,604 = 333,845
Plant and equipment, net 6,851 677,480 20,315 — 704,646
Goodwil! — 429,942 10,115 — 440,057
Other intangible assets, net 1,122 28,179 367 — 29,668
Investments in unconsolidated
affiliates 56,656 6,591 15 — 63,262
Investments in subsidiaries 1,197,856 — —_ (1,197,856) —_
Intercompany
receivable/(payable) (107,248) 99,650 7,598 — —
Other non-current assets 5,294 3,814 704 - 9,812
Total assets $1,177,163 $ 1,512,265 b 89,718 $ {1,197,856) $ 1,581,290
Liabilities and Stockholders’ Equity
Current Liabilities
Accounts payable, trade $ 3,339 3 71,045 $ 1,953 $ — $ 76,337
Accrued expenses and other
current liabilities 40,920 88,990 963 — 130,873
Current portion of long-term debt : 50000 2283 82 - - 72,945
Total current liabilities 84,259 182,898 2,998 ) — 280,155
" Long-term debt, excluding current portion 585,465 10,354 24,845 — 620,664
Deferred income tax liability, net 194 158,230 2,752 : — 161,176
Other non-current liabilities 396 21,999 51 — 22,446
Commitments and contingencies — — — — —
Stockholders’ Equity
Preferred stock, no par value — — — — —
Common stock, par value $.01 per share 744 — — — 744
Capital in excess of par value 188,629 775,625 33,211 (808,836) 188,629
Retained earnings 355,596 363,461 26,712 (390,173) 355,596
Accumulated other comprehensive loss (1,153) (302) (851) 1,153 (1,153)
Treasury stock - (3,982) — — — (3,982)
Employee benefits trust (42,985) ~ — —_ —_ {42,985)
Total stockholders’ equity 496,849 1,138,784 59,072 (1,197,856) 496,849
Total liabilities and stockholders' equity $1,177,163 $1,512,265 $ 89,718 $(1,197,856) $ 1,581,290
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(In thousands)
Year Ended March 31, 2002
Net sales

Costs and Expenses
Costs of products sold
(excluding depreciation)
Seiling, distribution and
administrative expenses
Depreciation
Amortization
Operating Income (Loss)

Interest (expense) income, net
(Discount) gain on securitization of
trade receivables
Other income (expense), net
Equity in earnings of
unconsolidated affiliates
Earnings {loss) before taxes and
a cumulative effect of a change
in accounting principle
Income tax benefit (expense)
Equity in earnings of subsidiaries
Cumulative effect of a change
in accounting principle
Net Earnings (Loss)

WSIONIE o HImGES:

Inc. and Subsidiaries

Airgas, Inc. AWy

(In thousands)

Year Ended March 31, 2001
Net sales

Costs and Expenses

Costs of products sold
(excluding depreciation)

Selling, distribution and
administrative expenses

Depreciation

Amortization

Special Charge (Recoveries)
Operating Income {(Loss)

Interest (expense) income, net
(Discount) gain on securitization of
trade receivables
Other income (expense), net
Equity in earnings of
unconsolidated affiliates
Earnings (loss) before income taxes
Income tax benefit (expense)
Equity in earnings of subsidiaries
Net Earnings

Non-
Parent Guarantors Guarantors Consolidated
— $ 1,616,178 19,869 $ 1,636,047
- 813,485 5,268 818,753
57,631 541,201 20,484 619,316
3,419 59,317 2,049 64,785
161 7,999 — 8,160
(61,211) 194,176 (7,932) 125,033
(53,788) 6,656 119 (47,013)
—_ (59,840) 54,994 (4,846)
54,099 (54,621) 1,904 1,382
2,861 974 — 3,835
(58,039) 87,345 49,085 78,391
20,313 (32,363) {17,756) (29,806)
27,311 — — —
— (59,000) _ (59,000)
(10,415) $ (4,018) 31,328 (10,415)

Non-
Parent Guarantors Guarantors Consolidated
—_ $ 1,606,865 21,936 $ 1,628,901
— 841,403 5,797 847,200
37,124 535,573 10,658 583,355
2,637 58,222 2,079 62,938
249 23,175 3382 23,816
= 3643 — - 3,643
(40,010) 144,949 3,010 107,948
(63,555) 2,070 1,278 (60,207)
— (10,143) 8,840 (1,303)
59,576 (59,366) 32 242
1,178 2,006 (924) 2,260"
(42,811) 79,516 12,236 48,941
14,983 (30,700) (5,001) {20,718)
56,051 — — —
28,223 § 48,816 7,235 28,223
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Airgas, Inc. and Subsidiaries

(In thousands) Non- Elimination
Year Ended March 31, 2000 Parent Guarantors Guarantors Entries Consolidated
Net sales $ — $ 1,508,118 $ 34,216 $ — $ 1,542,334

Costs and Expenses

Costs of products sold (excluding depreciation) — 805,264 11,333 — 816,597
Selling, distribution and

administrative expenses 27,240 489,488 15,799 — 532,527
Depreciation 2,786 57,656 3,193 — 63,635
Amortization 362 24,598 713 — 25,673
Special Charge (Recoveries) — (2,829) — — (2,829)

Operating Income (Loss) (30,388) 133,941 3,178 . — 106,731
Interest (expense) income, net (59,356) 2,153 (357) — (57,560)
Other income {expense), net 57,440 (58,115) 18,537 — 17,862
Equity in earnings of

unconsolidated affiliates 1,447 2,076 Qa3 3,33

Earnings (loss) before taxes and
a cumulative effect of a change

in accounting principle (30,857) 80,055 21,226 — 70,424
Income tax benefit (expense) 10,800 (34,950) (7,401) — {31,551)
Equity in earnings of subsidiaries 58,340 — — (58,340) —
Cumulative effect of a change

in accounting principle = (5%0) = — (590)

Net Earnings $ 38,283 $ 44,515 $ 13,825 $ (58,340) $ 38,283

Airgas, Inc. and Subsidiaries

(In thousands) Non- Elimination
Year Ended March 31, 2002 Parent Guarantors Guarantors Entries Consolidated
Net cash provided by (used in)

operating activities $ (44,830) $ 282,515 $ 11,696 $ — $ 248,381
Cash Flows From Investing Activities
Capital expenditures (9,901) (46,554) (1,842) — (58,297)
Proceeds from sale of plant and equipment — 3,216 — —_ 3,216
Proceeds from divestiture — 10,200 —_ — 10,200
Business acquisitions, net of cash acquired — (252,538) — — (252,538)
Business acquisitions, holdbacks and

other settlements — (5,018) — — (5,018)
Dividends and fees from unconsolidated affiliates 954 1,629 — — 2,583
Other, net 16,329 (11,098) (78) — 5,153
Net cash provided by (used in)

investing activities 7,382 (300,163) (1,920) — (294,701)
Cash Flows From Financing Activities
Proceeds from borrowings 677,605 — 2,539 — 680,144
Repayment of debt (580,527) (26,619) (5,633) — 612,779)
Financing costs (12,461) — — — (12,461)
Exercise of stock options 7,442 — — — 7,442
Cash overdraft —_ (17,026) — — (17,026)
Inter-company (54,611) 61,293 (6,682) — —
Net cash provided by (used in)

financing activities 37,448 17,648 (9,776) — 45,320
Change In Cash $ — $ —_ $ — $ —_ $ —
Cash - Beginning of year — — B —_ - =
Cash - End of year $ — $ — $ — $ — $ —
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Year Ended March 31,2001
Net cash provided by (used in)
operating activities
Cash Flows From Investing Activities
Capital expenditures
Proceeds from sale of plant and equipment
Proceeds from divestiture
Business acquisitions, net of cash acquired
Business acquisitions, holdbacks and
other settlements
Dividends and fees from unconsolidated affiliates

Net cash provided by (used in)
investing activities
Cash Flows From Financing Activities
Proceeds from borrowings
Repayment of debt
Purchase of treasury stock
Exercise of stock options
Cash overdraft

Net cash provided by (used in)
financing activities

Change In Cash

Cash - Beginning of year

Cash ~ End of year

Airgas, Inc. and Subsidiaries

__Parent

(24,647)

(484)

847

. 6333

6,796

157,238
(321,238)
(11,214)
1,460

191,605

17,851

Guarantors

(62,221)
2,854

42,123
(1,006)

(4,752)
2,721
(4,734)

(25,015)

(15,044)

5,485
(221,241)

(230,800)

.5 255815

Elimination
Entries

Airgas, Inc, [ZWGZL

Consolidated
$ 193,005

(65,910)
2,854
49,629
(1,006)

(4,752)
3,668
4,665

(10,852)

157,238
(341,122)
(11,214)
1,460

5,485

(188,153)
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Airgas, Inc. and Subsidiaries

(In thousands) Non- Elimination
Year Ended March 31, 2000 Parent Guarantors ~ Guarantors Entries ~ Consolidated
Net cash provided by (used in)

operating activities $ (1323  § 107318  § 6010 0§ — $ 100,092
Cash Flows From Investing Activities :
Capital expenditures (1,801) (58,572) (4,838) — (65,211)
Proceeds from sale of plant and equipment — 36,982 472 — 37,454
Proceeds from divestitures : 12,150 9,408 34,038 — 55,596
Business acquisitions, net of cash acquired —_ (99,204) — — (99,204)
Business acquisitions, holdbacks and

other settlements —_ (2,289) — — (2,289)
Investment in unconsolidated affiliates - (30) — — (30)
Dividends and fees from unconsolidated affiliates 984 2,989 — — 3,973
Other, net sl (639 (2402 = 4,250
Net cash provided by (used in) '

investing activities 18,624 (111,355) 27,270 — (65461
Cash Flows From Financing Activities
Proceeds from borrowings 166,241 — 2,328 — 168,569
Repayment of debt (139,289) (20,349) —_ — (159,638)
Purchase of treasury stock (47,125) — — —_ (47,125)
Exercise of stock options 1,562 — — — 1,562
Cash overdraft — 2,001 — — 2,001
Inter-company 13,223 2238 (355608 o — =
Net cash provided by (used in)

financing activities - (5,388) 4037 7"(:;373,2780) ) - (34,631)
Change In Cash $ — $ — $ - $ — $ —
Cash - Beginning of year — = — — —
Cash - End of year s = s — $ — $ — $ —
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The Board of Directors
Alrgas, Inc.:

We have audited the consolidated balance sheets of Airgas, Inc.
and subsidiaries as of March 31, 2002 and 2001, and the related
consolidated statements of earnings, stockholders’ equity and cash
flows for each of the years in the three-year period ended March
31, 2002. These consolidated financial statements are the respon-
sibility of the Company's management. Qur responsibility is to
express an opinion on these consolidated financial statements
based on our audits.

We conducted our audits in accordance with auditing standards
generally accepted in the United States of America. Those stan-
dards require that we plan and perform the audit to obtain rea-
sonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the account-
ing principles used and significant estimates made by manage-
ment, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to
above present fairly, in all material respects, the financial position
of Airgas, Inc. and subsidiaries as of March 31, 2002 and 2001,
and the results of their operations and their cash flows for each of
the years in the three-year period ended March 31, 2002, in con-
formity with accounting principles generally accepted in the
United States of America.

As discussed in Note 1 to the consolidated financial statements,
the Company changed its method of accounting for goodwill and
other intangible assets and derivative instruments and hedging
activities for the year ended March 31, 2002.

KPre LP

Philadelphia, Pennsylvania

May 6, 2002

Management has prepared and is responsible for the integrity and
objectivity of the consolidated financial statements and related
financial information in this Annual Report. The statements are
prepared in conformity with accounting principles generally
accepted in the United States of America. The financial statements
reflect management's informed judgment and estimation as to the
effect of events and transactions that are accounted for or dis-
closed.

Management maintains a system of internal control at each busi-
ness unit. This system is designed to provide reasonable assurance
that assets are safeguarded and records properly reflect transac-
tions executed in accordance with management’s authorization.
The Company also maintains a staff of internal auditors who
review and evaluate the system of internal control on a continual
basis. In determining the extent of the system of internal control,
management recognizes that the cost should not exceed the bene-
fits derived. The evaluation of these factors requires estimates and
judgment by management.

The Company’s financial statements have been audited by KPMG
LLP, independent auditors. Their Independent Auditors’ Report,
which is based on an audit made in accordance with auditing
standards generally accepted in the United States of America, is
presented on this page. In performing their audit, KPMG LLP
considers the Company’s internal control structure to the extent
they deem necessary in order to plan their audit, determine the
nature, timing and extent of tests to be performed and issue their
report on the consolidated financial statements.

The Audit Committee of the Board of Directors, consisting solely
of non-employee directors, meets regularly (jointly and separately)
with the independent auditors, the internal auditors and manage-
ment to satisfy itself that they are properly discharging their respon-
sibilities. The auditors have direct access to the Audit Committee.

Airgas, Inc.

Peter McCausland
Chairman and Chief Executive Officer

%&Ww@a\

Roger E Millay
Senior Vice President-Finance and
Chief Financial Officer

May 6, 2002
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Airgas, Inc. and Subsidiaries

Cerporate Ofice

259 North Radnor-Chester Road
Radnor, PA 19087-5283
Telephone: 800 255-2165

Fax: 610 687-1052

www.airgas.com

Arnual Meeting
The 2002 Annual Meeting of Stockholders of Airgas, Inc. will
be held at 11 a.m. on July 31, 2002, at the Radnor corporate office.

Financial Information

Airgas’ Annual Report on Form 10-K as filed with the Securities
and Exchange Commission is available to stockholders at
www.airgas.com, or upon request, without charge. Requests for
copies of Airgas’ Annual Report on Form 10-K, quarterly earn-
ings reports on Form 10-Q and other stockholders inquiries
should be directed to:

Investor Relations Department
Airgas, Inc.

259 North Radnor-Chester Road
Radnor, PA 19087-5283
Telephone: 610 902-6205

Fax: 610 225-3271

E-mail: investor@airgas.com

Quarierly $tock information

High Low

Fiscal 2002
First Quarter $ 1190 $ 7.2
Second Quarter 14,31 10.34
Third Quarter 15.65 12.79
Fourth Quarter 20.61 14.54

Fiscal 2001
First Quarter $ 831 $ 463
Second Quarter 6.81 5.13
- Third Quarter 8.44 5.88
Fourth Quarter 9.70 6.75
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Common Stocl
Airgas’ common stock is listed on the New York Stock Exchange.
Ticker Symbol: ARG

Independent Auditors
KPMG LLP

1600 Market Street
Philadelphia, PA 19103

Transfer Agent

The Bank of New York
101 Barclay Street
New York, NY 10286

Equal Oproriunity at Alrgas
Airgas is committed to providing equal opportunities in the
workplace.

Forward-Looking Statements

All forward-looking statements are based on current expectations
regarding important risk factors, which include, but are not limit-
ed to, the factors described in “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” con-
tained in this Annual Report.
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